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FEDERAL TAX POLICY FOR THE DISTRICT OF 

COLUMBIA 


THURSDAY, MARCH 6, 1997 

U.S. Senate, 

Oversight of Government Management, Restructuring, 

AND District of Columbia Subcommittee, 

OF THE Committee on Governmental Affairs, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:39 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Sam Brownback, 
Chairman of the Subcommittee, presiding. 

Present: Senators Brownback, Lieberman, and Cleland. 

OPENING STATEMENT OF SENATOR BROWNBACK 

Senator Brownback. I think we will go ahead and get this Sub- 
committee hearing started. We have a great set of witnesses com- 
ing in front of us to talk about some opportunities for the District 
of Columbia. 

My name is Sam Brownback. I am Chairman of this Subcommit- 
tee, and our focus of today’s Subcommittee hearing is on making 
the District of Columbia a shining city on a hill, a capital city wor- 
thy of a great Nation. If I could put it in such glowing terms, I 
have that type of hope. I think we have that kind of opportunity 
for us to be able to do it in the District of Columbia, a shining city 
on a hill, worthy of a great Nation. That is my objective, and I 
know it is shared by the Ranking Member on this Subcommittee 
as well. Senator Lieberman. 

We have a number of good people here to testify today. I would 
like to recognize from the very outset, if I could, a couple of mem- 
bers of the D.C. City Council. John Ray and Carol Schwartz are 
here, I believe, if you would stand up. We appreciate very much — 
and Sandy Allen is here as well. OK. Thank you very much as well 
for coming. I appreciate that. 

Also, if I could, I would like to introduce and will call upon short- 
ly for some brief comments, introductory comments, from Senator 
Lieberman, who is the Ranking Member of this Subcommittee, cer- 
tainly a distinguished colleague that has worked hard on the issues 
of the District of Columbia over the years, and who I think has 
shown a very sincere desire to do what is best for the District of 
Columbia. Even though it may not directly benefit his constitu- 
encies back home, we all see benefit in having a great capital city, 
and he has shown that over the years on his work that he has 
done. 


( 1 ) 
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The first panel up will be Eleanor Holmes Norton and Jack 
Kemp. If I could, in opening, I would say what I would like to do 
through this panel is look to see how we can create more opportu- 
nities for the District of Columbia to become a shining city. We are 
going to be talking about tax policy today. The District of Colum- 
bia, undoubtedly, as everybody knows, is having a great deal of 
problems. If you look at troubles with the economy, schools, serious 
crime, all of these — the U.S. Census Bureau is even projecting that 
the District will lose almost three times as many residents in 
1990’s as it did in the 1980’s if we continue on the same trends. 

We cannot let those trends continue. We simply must stop that 
from happening. And I think we have opportunities to be able to 
attack that, and today we are going to be talking about tax policy. 

Now, if the Federal Government simply wrote a check to cover 
the District’s debt, I think the local failing economy would still re- 
main as a problem, and we would still have problems with schools 
and unsafe streets. But to fix both problems, we need to explore op- 
tions that will empower the District to open the floodgates for cap- 
ital to revive the local economy as part of a comprehensive plan to 
restore greatness to this city. 

This hearing marks the first of many this Subcommittee will 
hold to examine a comprehensive package of incentive-based poli- 
cies such as enterprise zones, tax policy, improved public safety, 
education and welfare reform. I should also mention we had a 
number of people that wanted to testify today, but we simply were 
not able to accommodate everyone who wanted to testify, particu- 
larly on this issue of tax policy. We would welcome your input into 
the Subcommittee. The Members would greatly appreciate that if 
you would put that forward. 

Every American citizen, I think, has something at stake in our 
capital city. We want to make it the best possible place we can, and 
that is why we launched these hearings. We will move forward 
with them. 

I would now like to turn the podium and the microphone over to 
the Ranking Member, somebody for whom I have a great deal of 
respect, even though I am new to the Senate. You start to find your 
way around pretty quickly about good people to work with, and I 
have already been up to Senator Lieberman’s office to receive his 
counsel and his thoughts. And I have worked with him, and I look 
forward to a long, productive relationship — a productive one for the 
District of Columbia. 

Senator Lieberman. 

OPENING STATEMENT OF SENATOR LIEBERMAN 

Senator Lieberman. Thank you, Mr. Chairman, for those very 
kind words, and let me begin by thanking you and congratulating 
you on focusing the first hearing of this Subcommittee during this 
Congress on the ways in which Congress can be of assistance not 
only to the District of Columbia but to our Nation’s cities as well. 

As I am sure we are going to hear from our distinguished panel 
of witnesses this morning, the District is now and for some time 
has been in a serious crisis. This Subcommittee, quite appro- 
priately, will in the future be exploring several aspects of the crisis 
under your leadership, but today’s panel is going to focus on how 
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the Federal Government can use tax policy to address the financial 
problems facing the District. 

As I am sure we will hear, these problems are due in good meas- 
ure to the District’s rapidly declining tax and, if I may say so, pop- 
ulation base. The District is literally bleeding population, falling 
from 640,000 to 530,000 residents since 1980, and all indications 
are that trend not only will continue but will accelerate. In fact, 
the District has lost more than 10 percent of its population since 
the beginning of this decade. 

The Census Bureau projects that the District will lose almost 
three times as many residents in the 1990’s as it did in the 1980’s. 
In that sense, people are speaking with their feet, and we have to 
give them a reason to stop moving those feet and stay right here 
in the District, because with the residents who leave the District 
goes their income and a significant portion of the District’s tax rev- 
enues. 

We have talked a lot over the years here in Congress about our 
responsibility to the District and the problems that it has, but all 
too often we have done much too little. As we begin this Congress, 
I think we have some reason for more hope. Perhaps one of the 
best indicators of that hope is the fact that when the President and 
the congressional leadership of both parties got together and looked 
for some areas on which they essentially had enough agreement to 
go forward together, one of the five areas they chose was the Dis- 
trict of Columbia. 

Mr. Chairman, Senator Mack and I, if I may say so, inspired by 
a particularly intellectually vibrant and, even at his advanced age, 
physically vibrant former Congressman from Buffalo. [Laughter.] 

Mr. Kemp. Advanced? Advance age? 

Senator Lieberman. Right, will soon introduce again legislation 
that we proposed in the last Congress, which is companion legisla- 
tion to that introduced by Delegate Norton, which we feel very con- 
fident will stem the tide of the District’s revenue and population 
loss by giving people a reason to stay and giving businesses a rea- 
son to come and stay, and those are tax and fiscal reasons. 

I am sure, Ms. Norton, who has already introduced the compan- 
ion legislation, her legislation in the House will go into the details 
of that proposal. So in the interest of brevity, I am going to defer 
to her on that. 

The main point here is there are a lot of different ways to go at 
helping the District. The President and the administration have in- 
troduced a package. This way, if I might borrow from Jack Kemp 
again, is the way of empowerment. This is not a bailout that we 
are talking about with tax relief. This is using the tax system to 
bring people in and stimulate and liberate the creative energy and 
intellectual and economic capacity of the District and its people and 
in doing so, we hope, set an example for cities all over America be- 
cause this is, after all, America’s capital city. It is in that sense 
America’s city. We have not treated it well in the past. We have 
a chance here in this Congress to treat it much better and give its 
citizens the hope that they deserve. 

Thank you, Mr. Chairman. 

Senator Brownback. Thank you. Senator Lieberman. 

Senator Cleland. 
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OPENING STATEMENT OF SENATOR CLELAND 

Senator Cleland. Well, it is just wonderful to be with Eleanor 
Holmes Norton again. We worked together in the Carter adminis- 
tration, and we appreciate your interest and commitment to the 
District of Columbia, our Nation’s capital. It is nice of you to come 
down, and we appreciate your creative approach to financing for 
the District. 

My old friend. Jack Kemp, it is great to see you again. I feel com- 
pelled as a Falcons season-ticket holder to inform you they have a 
job opening down there for a quarterback. 

Mr. Kemp. I will take it. 

Senator Cleland. And especially a quarterback who knows how 
to deal with third and long repeatedly. [Laughter.] 

We are glad to see you, and we look forward to your testimony 
and comments. 

Thank you, Mr. Chairman. 

Senator Brownback. Thank you. Senator Cleland. 

Our first panel will be the D.C. Delegate, Eleanor Holmes Nor- 
ton, and Jack Kemp. I do not know that either of them needs much 
of an introduction. 

Ms. Norton, I believe we will go with you first as author of H.R. 
549, the District of Columbia Economic Recovery Act. Your testi- 
mony is appreciated, and the floor is yours. 

TESTIMONY OF HON. ELEANOR HOLMES NORTON, i U.S. 
DELEGATE TO CONGRESS FROM THE DISTRICT OF COLUMBIA 

Ms. Norton. Thank you very much, Mr. Chairman. If I may say 
so, Mr. Chairman, some of us already miss you. You were a mem- 
ber of the House for a brief, fleeting moment, and I must say that 
if the alacrity with which you got from the House to the Senate is 
any indication, I expect this bill to pass this year. 

Senator Brownback. We are going to try this month. We may 
have to slide to April. 

Ms. Norton. I very much appreciate your initiative, Mr. Chair- 
man, in organizing today’s hearing on the District of Columbia Eco- 
nomic Recovery Act, which I call the DCERA, as the first hearing 
of your chairmanship. I am grateful as well because this is also the 
first hearing on the bill in the Senate. The hearing comes at a pro- 
pitious moment, considering, as Mr. Lieberman has just said, that 
the President and the House and Senate leadership have made the 
capital of the United States one of their five priorities for the 105th 
Congress. 

It is a special pleasure to have the opportunity to testify here 
with my good friend. Jack Kemp, who is one of the most thoughtful 
urbanists in the country. 

Mr. Chairman, there are three essentials for the recovery of the 
District. One is underway — the current efforts of the city and the 
financial authority to restructure and reform the finances and 
management of the D.C. Government. A second has been intro- 
duced by the President — a plan to take on congressionally accrued 
pension liability as well as some State functions that the District 
alone among U.S. cities has carried. The third is a tax reduction 


^The prepared statement of Ms. Norton appears on page 35. 
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as an incentive to keep and attract taxpaying residents to the city, 
the subject of the hearing you have organize today. 

With your permission, I would like to place the full details con- 
cerning the DCERA, including charts and other materials, in the 
record and simply to summarize its major features here.^ 

Senator Brownback. It is so ordered. 

Ms. Norton. The DCERA has been deliberately designed with 
bipartisan features that offend neither party. The bill achieves the 
tax cut, first, by raising the traditional standard deduction and per- 
sonal exemptions about two-and-a-half times their present value; 
second, by applying a 15 percent rate progressively up the income 
scale so that the smaller the income, the larger the cut; and, third, 
by maintaining the charitable and mortgage deductions to assure 
that the intent of the bill to encourage residents to remain or settle 
in the District is fully carried out. The DCERA also exempts cap- 
ital gains on District investments by District residents and applies 
the 15 percent rate to investment income on investments in D.C. 
by D.C. residents. 

I would like to direct the rest of my remarks to a few points that 
may be more difficult for people new to the idea of a tax cut for 
the District. A tax reduction for a particular city is unusual and 
counterintuitive for many. I propose a Federal tax cut for the Dis- 
trict of Columbia because of the city’s unique features. I propose a 
tax cut for this city because it is the capital of the United States, 
is experiencing lethal flight in the 1990’s at a rate three times 
those who left in the 1980’s, has no State to recycle money back 
as residents leave, and is barred by Congress from enacting a com- 
muter tax, from extracting a commuter tax from suburbanites who 
hold the lion’s share of the city’s jobs while paying nothing for their 
use of the city services. A tax cut would also eliminate at least 
some of the disparity between the District and the four territories 
whose residents pay no Federal income taxes, but like the District, 
send a Delegate to Congress. The people I represent are third per 
capita in Federal income taxes and are the only Americans to 
whom the American Revolutionary slogan “no taxation without rep- 
resentation” still applies. 

Because of the District’s unique features, I do not pretend that 
the DCERA is directly applicable to other cities. I do argue that the 
great cities could directly benefit from allowing some of the ideas 
incorporated in my bill to go forward. Most large cities have lost 
population and have been spared the fate that has befallen the Dis- 
trict largely because they lie within States that funnel money back 
from wealthier areas in the State. States and cities would be far 
better off if middle-income taxpayers remained to revitalize these 
cities rather than condemning them to becoming non-producing 
wards of their States. If the DCERA encourages people to remain 
in the District, some relief from State taxes, for example, might 
have a similar effect in the States. 

At the same time, the DCERA is no substitute for the President’s 
plan to pick up the cost of some State functions. My bill cannot suc- 
ceed without the President’s plan because even with a stabilized 
middle-income population, no city today could pay for State, county. 


^The information referred to appears on page 63. 
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and municipal functions such as Medicaid, which is bankrupting 
many States, or prisons, as the District uniquely does. On the other 
hand, the President’s plan cannot succeed without my bill because 
his plan leaves the overwhelming cost of running the city still to 
local taxpayers. 

Will the DCERA have the desired effect? I believe that it already 
has. A pick-up in home sales after a long period of decline was re- 
ported last week. I do not claim that a bill that has not been en- 
acted is responsible, but I can tell you that real estate agents have 
been explicitly and aggressively using my bill to market homes. 
The bad news is that the article reported that most D.C. residents 
are renters and that actual flight has not significantly abated. 

It is clear that in a city where people rent rather than buy 
houses and an economy in decline, many of these sales may well 
be to speculators rather than to homeowners who are indispensable 
to a full revitalization. In any case, there is significant evidence 
that the bill will allow taxpayer flight in the overwhelming support 
the DCERA enjoys in every neighborhood of the city and among 
every income group and race. The breadth and depth of the support 
of this bill is unusual, including strong support from every member 
of the City Council, who today represent the richest, the poorest, 
and the traditional middle-income wards, as well as the Board of 
Trade and the Metropolitan AFL-CIO Labor Council. 

I did not plan it this way, but my point is made by the fact that 
among those who are in the audience at this hearing today are the 
members who respectively represent the poorest and the richest 
wards in the District: Councilmember Sandy Allen from Ward 8 
and Councilmember Carol Schwartz from Ward 3. 

The abundant anecdotal evidence that many residents are re- 
maining to see if my bill will be enacted is some indication that the 
DCERA would keep taxpayers here and draw others as well as city 
services improve. 

“But aren’t city services, not taxes, the problem?” I am often 
asked. The answer, of course, is, “Of course.” The DCERA, in the 
absence of a State safety net, uses the tax cut as an incentive for 
people to remain in a large city with troubled schools and other 
services. After all, the tax cut would not be necessary if there were 
already enough reason to remain in the city. The tax cut accom- 
plishes what no amount of subsidy can. The tax cut goes to people, 
not to the D.C. Government. The tax cut encourages the middle-in- 
come taxpayers whose presence alone can revitalize schools and 
neighborhood institutions and whose tax dollars are indispensable 
to improving services and keeping them improved. 

The many advantages that traditional middle-income taxpayers 
bring to a city, quite apart from revenue, is perhaps the strongest 
case for the bill. Cities performed the great American miracle for 
almost a hundred years of immigration of whites from Europe and 
migration of blacks from the South in the late 19th and early 20th 
century. The key to the success of the cities was that people who 
had some education and opportunities lived in the same place as 
poor people who had just come. Together they nourished neighbor- 
hoods and entire cities. They built the rest of America. The DCERA 
seeks to re-create this synergy, revitalizing the city not only with 



7 


their tax dollars but with a multi-class presence that alone can re- 
vitalize a city. 

This point is lost on those who see cities as places that need 
money and nothing else. They would send whatever the tax cut 
would cost directly to the city government. Not only is this politi- 
cally and economically infeasible; it would not work. It is an insult 
to treat this city as if it were the functional equivalent of a welfare 
recipient. The goal must be to help the city help itself. The District 
still has a highly educated population, has retained its middle class 
longer than most cities, and has dozens of beautiful neighborhoods 
and a downtown in the midst of an exciting renaissance. It is also, 
everyone agrees, one of the Nation’s most livable cities. The Dis- 
trict maintains a high average income largely because of what re- 
mains of its middle class, now in full flight, and because of a com- 
mitted upper and upper-middle class whose income, especially from 
Wall Street investments that have been unusually high, obscures 
the real picture of a rapidly developing huge hole in the middle 
that will kill the city. 

The sheer difference in the cost of housing between the District 
and the region and the city’s poor schools and high crime rate are 
depleting neighborhoods of their struggling working people and 
lower-income and middle-income black residents who have been the 
backbone of neighborhoods across the Anacostia. 

However, the District does have a market that the tax cut pulls 
toward the city. Initially, they will not be people with school chil- 
dren. However, if we retain and attract middle-income singles and 
young married and retired people, we will have a tax base while 
we are rebuilding the city’s schools and services. The present flight 
is undermining the work of the city and the Control Board to re- 
structure finances and services because their work cannot bear 
fruit if the taxpayers who are necessary to support the city leave 
in the midst of the ongoing reform. 

The DCERA is a targeted tax cut, even though all the taxpayers 
would receive it, because taxpayers in every income group are leav- 
ing the city. If the point is to leave the city with a diverse tax base, 
it would be senseless to leave out some and thereby encourage 
their continued flight. The tax cut has very progressive effects, but 
by allowing some reductions to all income groups, it acknowledges 
that the city as we have known it can survive only if it has rich, 
moderate, and especially middle-income residents. 

The critical link between a middle-income, educated tax base and 
a job base is the reason I cannot support a capital gains cut with- 
out an individual tax reduction for District residents. The analysts 
confirm what District employers report: that with the loss of its 
middle-income, educated tax base, job stimulation alone only 
makes jobs for the suburbs. To assure that jobs will go to D.C. resi- 
dents who pay for D.C. services, we must help turn around individ- 
ual taxpayer flight. The capital gains and business relief is impor- 
tant at a time when the District’s major employer, the Federal Gov- 
ernment, is downsizing. By now, however, it is a truism that busi- 
ness follows an educated or skilled job pool, not tax breaks. I know 
this well from my experience serving on the boards of three For- 
tune 500 companies — two of them in your State, Mr. Lieberman — 
before coming to Congress. I welcome capital gains and investment 
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relief, but only as an adjunct to the real problem — the death-deal- 
ing loss of taxpayers who pay most of the freight. It would be use- 
less to the District to simply throw down any old tax cut, and espe- 
cially one unrelated to the major problem. The problem is that no 
city, and certainly no stateless city, is viable without middle-income 
taxpayers. The remedy for this problem is a tax cut incentive de- 
signed to maintain and attract these indispensable taxpaying resi- 
dents. 

Mr. Chairman, urban policy has become an empty idea. For dec- 
ades, the solution to urban problems has been framed almost en- 
tirely in government resource terms. There were and remain good 
and sufficient reasons for greater funding for cities, and there is no 
greater advocate of more resources for the cities than I am. But 
there are insufficient funds and little determination to help cities 
if the only solution we continue to come forward with depends sole- 
ly on direct funding from Federal and State Government. It is sim- 
ply not going to happen. 

States are indeed funding the big cities the hard way by doling 
out just enough to keep them from sliding into insolvency and by 
allowing them to become enclaves of the poor. Cities supported 
themselves and a good portion of their States as well when they 
were where middle-income people chose to live. The middle-class 
tax base that built the cities can revive the cities. Cities today suf- 
fer from a poverty of ideas more than from the poverty of their resi- 
dents. Surely the DCERA is a worthy experiment to see what it 
can demonstrate that is useful for the country. For the country’s 
capital, the DCERA is more. Thus far, it is the only idea on the 
proverbial table that holds any promise for keeping taxpayers here 
and the capital itself alive. 

Thank you, Mr. Chairman. 

Senator Brownback. Thank you, Ms. Norton. I very much appre- 
ciate that bold statement that you put forward. I could not agree 
more with your concept that the subsidization that we have put 
forward has just been enough and it is not going to be enough in 
the future. We have to look at some other way, and that is why 
I really appreciate your plan coming forward. 

Our next presenter on this panel is an All-American, all-pro, and 
all-friend. I am not sure what all else I could put with that other 
than all-concerned about our urban areas and what takes place. He 
has been a strong, strong champion of urban renewal and has put 
forward aggressive plans on that, and he is a good friend as well. 

Jack, we welcome you to the Subcommittee. You honor us by 
being here, and enlighten us, please. 

TESTIMONY OF JACK KEMP.i CO-DIRECTOR, EMPOWER 

AMERICA 

Mr. Kemp. Mr. Chairman, thank you, and I agree with Delegate 
Norton, it is an act of courage and farsightedness for you, a Sen- 
ator from Kansas, the heartland of America, to put this at the front 
burner of your Subcommittee, and I applaud you. I am thrilled to 
be here with Eleanor. I consider her to be one of the most coura- 
geous legislators in the United States of America. She is the author 


^The prepared statement of Mr. Kemp appears on page 39. 
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of the D.C. Financial Control Board. That took a lot of chutzpah, 
a lot of courage, and a lot of vision. And I thank my old friend, my 
rabbi. Senator Lieberman, and Senator Cleland for being here. 
Coming from Atlanta, he knows full well how important incentives 
are to economic development in the spirit of Andy Young, our dear 
friend. 

The reason I start off that way, Mr. Chairman, this is bipartisan. 
This is not a Republican or Democrat. It probably drives some of 
my friends on the right crazy, drives some of our friends on the left 
even crazier. One of the problems in this is that on the left they 
are afraid that someone may get rich. On the right, they are wor- 
ried that they may be perhaps helping to make a city work. 

I believe home rule is essential. I think the only way to have 
home rule is to do what Delegate Norton has suggested: Do some- 
thing dramatic. I was going to use the word “radical,” but that 
makes a lot of people fearful. The word “radical” in Latin means 
the roots of an idea, and the roots of our civilization, as Delegate 
Norton pointed out, are our cities. That is not to be demeaning to 
rural America. It is simply to recognize that the cities are the cen- 
ter of our culture, our civilization, education, the arts, the sciences, 
and the economic entrepreneurship for which America has been 
well-known. This city is not working. It cannot work the way it was 
set up to work. It is not the people’s fault, Mr. Chairman. We can- 
not blame the people. They are a resource, not a drain on re- 
sources. The city is fundamentally flawed. It was not out of 
malintentions of anyone. It just was set up incorrectly. 

People argue very logically from their premise when it comes to 
the District of Columbia. The problem is they have the wrong 
premise. You have got to get back, as you are attempting to do, Mr. 
Chairman, to the premise, to the predicate, to the roots of our city, 
our Nation’s capital, what should be, as you pointed out eloquently, 
Mr. Chairman, a city set on a hill. 

Delegate Norton pointed out that there is a D.C. Financial Con- 
trol Board. Another element, as the President has suggested, is to 
remove the burden on the city of having to finance a prison, Medi- 
caid, the unfunded pension liability. They cannot do it from a city 
tax base. And then on top of that is the problem of the tax code. 
This is a heavily taxed city. It is not just a heavy tax on the entre- 
preneur. There is an even heavier tax on the poor. I would make 
a case that the highest tax in D.C. is on poor women who want to 
take a job or unemployed fathers and men who want to take their 
first job and get up on that rung of the ladder that we call the 
American dream. It is now in this information age a universal 
dream, writ large. It is happening all over the world. 

Atypical of Kemp testimony, I am not going to be lengthy, and 
I would like to just start with my conclusion. How is that for a rad- 
ical departure from 

Senator Brownback. Sounds good. 

Mr. Kemp. We must remember that the problems in this city are 
not unique. Philadelphia went through a financial control board. 
New York City did. They recovered. Mayor Rendell, Mayor Giuli- 
ani — one Democrat, one Republican — ^both doing a terrific job, not 
only on crime and education, but certainly their economies, while 
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not flourishing, are doing much better and their tax base has ex- 
panded. 

You can get more revenue and more resources for the govern- 
ment when the economy is expanding than when it is in a contrac- 
tion. And this city is in a contraction. It is, as I think Senator 
Lieberman pointed out, bleeding. I would use the word “imploded.” 
And in every problem are the seeds of a solution. 

My wife and I visited China two summers ago, and I found out 
in China there is no word for “crisis.” There are just two char- 
acters. One is for danger; the other is for opportunity. There is a 
danger if we do nothing and sit on the status quo, but there is a 
huge opportunity for the left, the right, the Republican, Democrat, 
conservative, liberal, the White House, the city, the City Council, 
the delegate and the Congress to come together and make a huge 
down payment on urban policy for America by making it work right 
here in the District of Columbia. 

It would be a marriage of convenience. It would be both practical 
and idealistic. It has to be done to be utilitarian, but there is an 
ideal behind it, and that is, as — I almost called you a Senator. It 
is, as Eleanor pointed out, to find a way to reverse this frightening 
decline of the District of Columbia tax base, and that is through 
a carefully targeted, carefully and prudently constructed, radical 
alteration of the tax code for the District of Columbia. 

My premise today is that this is a Federal city. This is not like 
New York. This is not like Philly. This is not like L.A. where I 
grew up. This is a Federal city. It has, as Eleanor pointed out, no 
State to pick up the Medicaid portion or the prison burden or the 
unfunded pension liability. So it desperately needs help, and that 
does not mean, as she pointed out, that spending alone is the solu- 
tion. And cutting spending is not alone the solution, albeit the city 
needs to practice far better management practices, and on that 
basis, I am sure the D.C. Financial Control Board will have a lot 
to say. But there is the element that she pointed out in tax reform. 

Now, I am an advocate of eliminating the capital gains tax in 
urban America in carefully drawn green-lined areas from South 
Central Los Angeles to East Harlem, to East St. Louis, those areas 
of Atlanta — or any area of the country. There ought not to be any 
capital gains tax on any man or woman that invests his or her cap- 
ital, his or her savings into those areas to get capital into the 
hands of potential entrepreneurs. 

Earl Graves of Black Enterprise magazine said the most serious 
problem in America for minority entrepreneurs is the lack of access 
to capital. If you cannot get access to capital, you cannot start a 
lemonade stand, much less a Midas Muffler franchise or a fast-food 
franchise or become that entrepreneur that men and women are 
doing all over the country. 

Why isn’t it happening in our inner cities and particularly why 
isn’t it happening in the District of Columbia? 

The tax on income — let me take both capital gains and income 
tax. The tax on capital gains is unbelievable. Any asset held longer 
than 4 years in this city is taxed over 70 percent through combined 
Federal, and local capital gains taxes. Now, let me take the income 
tax. At $49,000 — now, that is not a lot of money, folks; $49,000 in 
1997 purchasing power is the equivalent of probably somewhere be- 
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tween $7,000 and $8,000 circa 1972 when I came to the Congress, 
in 1971. But when you were in the $7,000 income bracket in D.C. 
in 1971, you probably paid 2 or maybe 3 percent of your income to 
the Federal Government. But at $50,000 or $49,000, which is a lit- 
tle bit above the median income family, perhaps — but nonetheless, 
not a lot — you are in a 28 percent marginal income tax bracket. 
The FICA tax, the payroll tax, is 15 percent. It is close to — an esti- 
mate now — over 60 percent. Over 60 percent! 

By moving out of the city, your income goes up. And the one 
point that both Norton and Kemp make, albeit we have come at 
this perhaps from a different perspective — and that is the bond 
that has brought us together — is that people respond to rewards. 
And if the rewards are for unproductive human behavior, irrespec- 
tive of climate, color, geography, or almost any other artificial dis- 
tinction, people will respond to the unproductive human activity, 
i.e., behavior. 

My friends who are conservative say, you know, we are going 
down the rathole because of people responding to those rewards. 
Doesn’t it follow, then, that if you introduce incentives for proper 
economic and human behavior you can help reverse that trend? 
And it is true all over the world. Cities have changed their eco- 
nomic climate by changing incentives. That has been used several 
times. I do not need to — I told the story a little bit earlier. Max, 
you were not here, but I was telling Joe and Sam that Dublin, Ire- 
land, was absolutely collapsing. The Docklands area, the major por- 
tion of Dublin, Ireland, was collapsing, and they decided to intro- 
duce radical tax reform into that area of Dublin. Today, there is 
a renaissance — I like that — a rebirth of Dublin, Ireland. Elat, 
Israel, on the Gulf of Aqaba, one of the most beautiful cities in the 
world, is made up of Arabs, Moslems, Christians, Jews, Russian 
immigrants, sabras from Israel, Saudis, and Egyptians. It has the 
lowest tax burden of any city in Israel, and it is as heterogeneous 
a society as you could possibly find, living in harmony with each 
other because everybody feels like they have a piece of the pie. The 
only way to create civility is to give people a stake in the system, 
and that, in my opinion, is what Eleanor Holmes Norton’s bill 
would do. 

The third point I want to make is the capital gains tax. Let me 
say it as emphatically as I can. It is not a tax on the rich. The rich 
are already rich. They are going to get rich almost in any single 
society. And if they cannot get rich in the United States, they will 
move to the Cayman Islands or Bermuda or Monte Carlo or tax 
shelters. And that is what happened to Sweden, the Swedish wel- 
fare State, and that is what happened in Europe. In fact, you can- 
not find a tennis player anymore in Europe living in his or her own 
country. They all live in Monaco. 

How sad it is to think that people have to move out of the city 
in order to get a job or to protect their income or to save their fam- 
ily. And I believe that, with all due respect to Congresswoman Nor- 
ton’s idea of eliminating the capital gains tax for any man or 
woman that lives in the city, I would take it a step further and say 
if Henry Kravis or Teddy Foreman or any of your fat-cat friends. 
Senator Lieberman, want to put their capital at risk in the District 
of Columbia 
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Senator Brownback. I thought Democrats did not have fat-cat 
friends. 

Mr. Kemp. We should say no tax on that investment of any man 
or any woman anywhere in the country that puts his or her capital 
and savings at risk. And by at risk, I do not mean at risk from 
crime per se, albeit that is a problem. I am talking about any small 
business is ipso facto a risk. And you have got to get capital flow- 
ing back into the city. And men and women who have access to 
capital can begin their version of that dream for which this Nation 
is well-known. So cutting the income tax rate, eliminating the cap- 
ital gains tax, the exemption that Eleanor Holmes Norton has built 
into her — I am going to call it a progressive flat tax for lack of a 
better word. It makes it progressive because low-income people 
would not face a tax on their income up until they have achieved 
a few steps of the ladder in which they then can perform as well 
as anybody else. But giving people access to rungs of the ladder is 
essentially what this is all about. It will attract capital. It will stop 
the implosion. It will build a tax base, and I would not be Jack 
Kemp if I did not say that we will get more revenue at a lower 
rate. 

Sorry for introducing that dynamic analysis, but I really think 
the Congress is stuck on this idea that if you lower the rate, there 
is prima facie evidence that you will lose revenue. Not in all cases. 
If you lower the rate on D.C., make this a great city again, our tax 
base will expand and we will get more revenue for men and women 
who are working than we will from people who have to depend 
upon the social safety net. 

A postscript to all this. James Julius Wilson, University of Chi- 
cago professor. New York Times magazine article maybe 2 or 3 
months ago, suggested the most serious problem in the United 
States of America — now, some people can argue with this, but this 
is one very distinguished academic suggesting that the most seri- 
ous social problem in America is the lack of jobs, the lack of em- 
ployment, the lack of opportunity in urban America. And we can 
begin to reverse that, in my opinion, by doing something to 
incentivize this great city again to encourage the formation — the 
recapitalization of this great city, and I heartily endorse this effort. 
I hope that does not hurt its chances, but I would say, Mr. Chair- 
man, we have got to get moving. Every day we do not pass her bill, 
your bill — I understand you are going to be a cosponsor, Sam — it 
is getting worse. 

Churchill said, “Success is never final, defeat is never fatal. It’s 
courage that counts.” And let me say this is a time for courage. 
This is a time for someone from Kansas to stand up on behalf of 
the District of Columbia and say to his residents, “When you come 
to the District of Columbia to visit the Nation’s capital, as I know 
you do, you want to see prosperity, civility, jobs, a great city. Or 
do you want to allow as an American this marvelous capital city 
to continue to suffer the burden it has suffered over the past num- 
ber of years? ” 

I would like to submit my testimony for the record. 

Senator Brownback. It will be put in, although it is tough to get 
in written words the passion that you feel, and I appreciate that 
very much. 
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Thank you both for testifying. We will take a round of questions. 

If I could ask my fellow Subcommittee Members, we have several 
other witnesses, and so I do not know if we want to take a long 
time. 

I would ask, Ms. Norton, if I could, in particular, if we did this 
tax bill, if we did your tax bill or Senator Lieberman’s tax bill, 
which his would expand capital gains to non-D.C. residents, what 
would you envision the District of Columbia would look like as far 
as its revenue base in this city in 5 years? Have you projected that 
out or had others project out what that would actually do in the 
District of Columbia? 

Ms. Norton. It is an important and good question, Mr. Chair- 
man. The difficulty with it is the innovative nature of the bill. 
Nothing remotely like it has occurred. For that reason, by the way, 
we have a provision in the bill that will require the Department 
of Treasury to monitor its effects very closely, and we say precisely 
what to monitor by income group so that we can see if this works, 
with what income groups, in what parts of the city, whether with 
business, whether with individuals. 

But I have to say to you, Mr. Chairman, it is hard to find any- 
body who does not think that when a tax cut of this size — if a tax 
cut of this size would come forward, that you would not begin like 
a magnet to pull certain kinds of people into the city. We certainly 
do not believe that there would be initially an across-the-board ef- 
fect. 

My goal in the first couple of years is quite modest. Stop the 
hemorrhage. One of the reasons we have to pass the bill this year 
is that if we go much beyond this session of Congress, this is be- 
coming a moot point. No city has ever recovered its tax base en- 
tirely, but I think you can keep a tax base from flowing out, and 
thereby encourage others to move in. 

On capital gains and why I have restricted it to D.C. residents, 
it is in part because we do not know the effect on the surrounding 
the region. You get more people in the region — interestingly, they 
are less afraid about the residents because it is such a bad rap on 
the District. They figure people are not going to sell their half-mil- 
lion-dollar homes and come flying back to the District. They are not 
as sure about capital gains, and I am not sure about what effect 
it would have from other parts of the city either. Very frankly, I 
do not think it would drain business from the rest of the country 
to come into the District. 

At the very least, it seems to me, if one started with capital gains 
and residents and we had no effect, we could then move to the next 
step. In no case would it make any sense to start and stop with 
capital gains, whether for residents alone or for the region, because 
the real problem in a city which has never had a large business 
base, anyway, because the Federal employer was the employer, the 
real problem has been that the people who have supported the city 
for 200 years — remember, it has had this kind of tax base all that 
time, and it has always been its own State. Those people are leav- 
ing, and nobody who looks closely at this city thinks that with a 
business base alone, for example, that you could support the city. 
So you got to have both of them, and if you had both of them, I 
think it is pretty hard to argue nothing would happen. 
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At the very least, given what is happening, I do not think we can 
afford to doubt that something would happen, because we literally 
are left without other ideas on the table. 

Mr. Kemp. Could I add a postscript? 

Senator Brownback. Please. 

Mr. Kemp. Just imagine if you left the national capital gains tax 
at 28 percent and unindexed and eliminated it in the city. You 
would have almost a shelter. I think that would be a mistake, per- 
sonally. I want to help the city. I do not want to do it at the ex- 
pense of creating a dodge or a Cayman Island type of area of the 
country. I think that would end up with speculation. 

So I strongly support bringing down the tax rate across the board 
on capital gains and indexing, but eliminating it not only in the 
District of Columbia for the whole city — the whole city. The whole 
city should be green-lined for a message to the world that we want 
to attract the talent and the capital necessary to put this great city 
back up on a hill as an example to the rest of the world. 

Ms. Norton. Could I reinforce that point. Jack, for a moment 
about the whole city and the capital gains effect? My folks from 
Council woman Allen’s Ward 8 have subway travel out there. They 
can get to mostly any place in this city. But the more traditional 
approach that has not worked in this city and has had limited ef- 
fects in other cities of confining the tax break to the poorest area 
of the city does not work. And it does not work because, in fact, 
an employer is not going to go to a part of the city where the poor- 
est people are, where there is the most crime, and where the job 
pool is least skilled. But the employer might well come to a city 
like this and — my folks from the poorest areas across the Anacostia 
and out in Northeast, they can get to the middle of town. Where 
they cannot get to is to parts of Virginia and Maryland where all 
the job growth is because the subways may go out there, then you 
have to catch something to go to East of the Hill. The subway line 
goes out there, but it does not get as far as where the jobs are. So 
we have got to bring jobs to the city without doing what Jack ini- 
tially did. Jack was talking about dynamic. Jack, you know, ini- 
tially focused — and in a real sense, it makes sense to focus in some 
cities on certain areas of the city. But it would make no sense in 
this city, if you want to keep middle-income people here, to do cap- 
ital gains in poor areas. Thank you very much. We have poor peo- 
ple. We have to support them. We have to have middle-income peo- 
ple here to help support them. 

Senator Brownback. That is a good point. 

Senator Lieberman. 

Senator Lieberman. Thank you, Mr. Chairman. Thanks to Dele- 
gate Norton, to Jack Kemp, my pastor, I want to say, by way of 
a home-and-away series here. [Laughter.] 

How did you know that I have fat-cat friends, incidentally? Well, 
forget that. You can answer that off the record. 

The two of you are 

Mr. Kemp. You are a Democrat, aren’t you? 

Senator Lieberman. Yes. The two of you — this is going nowhere. 
Jack. [Laughter.] 

The two of you are really a wonderful partnership on behalf of 
this. You bring all sorts of head and heart to this topic, and I just 
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hope to God that we can get this or something very close to it mov- 
ing. 

In listening to you — and I am going to do this real briefly — it 
seems to me that we are seeing a couple of things. One, that the 
traditional urban policy, in some ways it goes back to the 1960’s, 
not that it has been a failure, it has done some good things. But 
if it had totally worked, most of America’s cities, including D.C., 
would not be in the condition they are in today. So it is time for 
something new. 

Beginning, I think, in the late 1970’s, Jack, you and Bob Garcia, 
I think partially inspired by Margaret Thatcher and the Governor 
of Puerto Rico, as I have heard you tell the story — actually, when 
I have heard you tell the story, you actually take it back to Moses, 
if I remember correctly. [Laughter.] 

Mr. Kemp. Joseph. 

Senator Lieberman. To Joseph in Egypt, I am sorry. I like that 
one better. But you had this insight that, you know, part of what 
was happening in the cities is that businesses were leaving; they 
were taking the tax base and the job base with them, and we had 
to create an incentive for them to come back. And the best way to 
do it, because we believe in the reward system here in America, 
that incentives affect people, was lower the taxes on business, 
bring in investment, create some more growth. We finally had the 
beginning of an experiment that, when we adopted the enterprise 
zone empowerment community legislation in 1993, though it was 
not as broad as we had wanted when we had worked on it earlier, 
but it was a beginning. It is still in the infancy of its testing, but 
there are enough examples to show that what is logical works. 

So we are trying in this legislation to apply that powerfully to 
the District, but Delegate Norton really has taken this one logical, 
very significant step forward, which is to say if we reach that intel- 
lectual conclusion, that programmatic conclusion about business 
and capital, then let’s look at what is really ailing our cities, and 
you have described it very well. Most cities in America are becom- 
ing like a lot of other countries in the world that we used to deride 
because they had no middle class — the very rich, the very poor, and 
the instability that comes with that. And how do we get the middle 
class back? Lower the taxes. You know, lower their taxes and they 
will come, to paraphrase the “Field of Dreams,” which we would 
like again to make the District into. 

Now, the question — do you have an estimate on this bill, again, 
Ms. Norton, the cost of this bill? 

Ms. Norton. The cost of this bill is probably half a billion, $600 
or $700 million. No very precise costing out has been done. 

Senator Lieberman. Annually. OK. Now, people will say to you, 
as they said to Connie Mack and me — I am delighted that the 
Chairman, Senator Brownback, apparently will cosponsor this bill 
with us. At least that is what Jack Kemp announced here today. 
I would be honored to have you as a cosponsor. But people have 
said to us, well, that is a lot of money. 

Your answer, and let me ask it to you again because, at least as 
I have heard it before, is, well, if you can find a cheap — I have 
heard you say it. If you can find a less expensive way to bring mid- 
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dle-class people, black and white and any ethnicity and race char- 
acteristic, back to this city and America’s cities, tell me. 

Have you heard anything? Has anybody given you any better 
way to do that? 

Ms. Norton. I indicated that challenge. Senator Lieberman, be- 
cause I truly am open to ideas that would do the same thing, and 
the silence has been deafening on that. You know, when people 
come back and tell me, for example, well, if I had that kind of 
money, I would give it directly to the city. Really? To the city gov- 
ernment? 

Senator Lieberman. Yes. 

Ms. Norton. One of the reasons I think that I have support for 
this bill is because I give it to residents, who in turn rebuild their 
city, rather than to the city government which has no track record 
in recent years of rebuilding their city. And we could never pump 
enough money into a city emptying out of people to rebuild a city 
in any case. 

It is interesting that the District kept its tax base for longer than 
most cities. This says something about the capital of the United 
States, the panache associated with that, and it says something 
about how livable the city is. So you have a kind of urban type — 
a kind of pool that would live here. 

I am fourth-generation Washingtonian. I grew up in this city 
when they had segregated schools. I have to tell you that if my 
grandfather, who entered the D.C. Fire Department in 1902, or my 
father saw this city, they would be ashamed of it. This is not — the 
city of the past is my city. There is a city in the future that is my 
city. But the proud people I grew up with would not claim this as 
their city. Their city is a self-sufficient city. Their city is a city that 
in the midst of segregation was not a city that led them to believe 
that they were less equal. 

Their city is a city where by sheer dint of getting some education 
and doing what you had to do, you overcame everything. To see 
this city, which had a large black and white middle-class popu- 
lation for so long implode on itself, the city of Howard University, 
the city where Dunbar High School, my high school, where even 
when it was segregated, people came from all the best schools in 
the United States to recruit kids to go to the best school, this is 
not my city. It can become my city again if you do one thing, and 
that is, give an incentive to people like my sister who moved her 
family to Montgomery County to live where they would rather live 
in the city of their birth. 

Senator Lieberman. Amen. 

Mr. Kemp. Joe, could I 

Senator Lieberman. Please. 

Mr. Kemp. I do not live in the city. My wife and I have lived in 
Bethesda, Maryland, ever since we came to Congress in 1971. I 
think the people of northern Virginia and southern Maryland have 
a big stake in a renaissance or an economic recovery in the District 
of Columbia. This is not a zero-sum game. It will help the suburbs. 
It will help communities surrounding. 

What would be better than to come to a Nation’s capital thriving 
with that type of spirit that is caught in the voice of Eleanor 
Holmes Norton’s history? 



17 


One other point has to be made. You mentioned the founding of 
this idea. Just real quickly, Luis Munoz Marin, the Governor of 
Puerto Rico, he was a socialist in academia, and when he became 
the governor, he said it was fun to sit around in academia and talk 
about redistributing a loaf of bread, i.e., as a socialist. But when 
he became the governor and he saw people starving, he quickly 
came to the solution that you can create more loaves of bread when 
you incentivize the economy to create bakeries. 

What Eleanor Holmes Norton is doing, metaphorically speaking, 
is helping to create bakeries, and bakeries can only be done 
through private enterprise. This is a Federal city. I do not think 
there should be any tax, which shows how radical I am. A Federal 
city should not be taxed at the Federal level. Puerto Rico has no 
Federal tax. Our territories have no Federal tax. They should have 
their own tax system, and we should get off their backs. But we 
are not going to do that just yet, so as far as I am concerned, this 
is the best solution to a vexing problem. 

One last statistic. The urban economy in America is close to $900 
billion. It is bigger than the whole Canadian economy, writ large. 
There is a tremendous talent. Now, you either look at this problem 
as intractable, or you look at it, as you are doing, as an oppor- 
tunity. And it is an opportunity to prove that entrepreneurial, 
democratic — small “d” — capitalism can work in urban America. If 
we do not do it now, we are going to lose the Zeitgeist because that 
is the Zeitgeist for the whole world. That is the spirit of the whole 
world. 

Nelson Mandela announced last week he is going to privatize and 
incentivize his economy on behalf of the colored and black South 
Africans. To do what? To empower them. I am going to be embar- 
rassed if they do it earlier in a post-apartheid regime than we can 
do it in the United States of America, the land of the free and the 
home of the brave. 

Senator Brownback. We may need to bring him here to testify. 

Mr. Kemp. Yes, bring him. 

Senator Lieberman. Mr. Chairman, I want to pose a final ques- 
tion, and maybe a brief answer, which is this: We have this pro- 
posal, which is, admittedly, expensive, though I think worth every 
penny of it. We now have a proposal from the administration re- 
garding pension costs, etc. 

As we go forward in this Congress — and I think we are going to 
do something significant here — my guess is that the Congress will 
not be prepared to do both because of the total cost of both. And 
the question that I invite you to think about and that we are going 
to have to think about is: Do we pick pieces of each, or if we have 
to make a choice, what do we choose? 

Ms. Norton. You make a good point, and I have been trying to 
think through the notion of cost and paying for the bill. The Presi- 
dent’s bill is paid for. He has found, understanding that his bill 
would get no place if it did not have offsets — he uses the Federal 
payment because in the outyears D.C. gets more than the Federal 
payment, and apparently Frank Raines has gone through dozens of 
accounts to supplement the $700-some million the Federal payment 
represents. 
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Now, my bill had the speaker of the Republican leadership in the 
House and the Senate without being paid for, and I assumed that 
people were going to face that at some point. I do not think that 
one can pay for my bill by extracting some from the President’s bill. 

Senator Lieberman. Your hope is that we have both. And I sup- 
pose the other way to go, the Republican leadership — I know this 
was being talked about last time, which was that it would be part 
of the — whatever the total sum allocated for tax cuts, that this 
would be part of that. 

Mr. Kemp. Think of the cost of not doing anything. What is the 
cost of the bridge loans right now going to the District of Columbia 
from the Treasury Department? That is not included in the District 
payment. We are malung bridge loans right now, as we did to Mex- 
ico in the 1980’s, we are making bridge loans to D.C. through the 
Treasury Department. And the cost of not doing something, in my 
opinion, is enormous. What is the amount of money we spend sub- 
sidizing the conversion of corn into ethanol? 

Senator Brownback. Not enough. [Laughter.] 

Mr. Kemp. What is the amount of money we subsidize businesses 
to do things? 

Senator Brownback. That was started by Moses, you know, corn 
into ethanol. 

Mr. Kemp. I have gone from preaching to 

Senator Brownback. Yes, meddling. I am going to give Max here 
a couple of minutes, and then we do need to get on to the next 
panel. 

Senator Cleland. Well, thank you, Mr. Chairman. 

Let me just say that this sounds. Jack, a lot like some of the 
wonderful ideas, wonderful thinking that you have had before, 
merging the concept of empowering individuals with a tax cut. I 
thought it was fascinating in the conclusion of your statement that 
you talked about the entire District as a possible enterprise zone 
or a possible empowerment zone in which not just tax cuts were 
possible, but other forms of legislation. For instance, I am on the 
Small Business Committee, and one of the things we are looking 
at. Kit Bond has got some legislation to look at HUBs, historically 
underserved business areas, both urban and rural, and providing 
certain priorities and incentives in terms of Federal contracting. 

In other words, do you see the District of Columbia as possibly 
a model enterprise zone or entrepreneurial zone or empowerment 
zone that the Federal Government, through tax deductions and 
other incentives, can make a model for the Nation and hopefully 
provide some solutions for urban America itself? 

Mr. Kemp. Yes, I really do. And I applaud your comments. I do 
not know that we need to engage in — I am not for redistribution 
of income. I do not want to tax someone else in order to subsidize 
anyone of less financial magnitude. But I do believe that this would 
be a model for an urban policy for America. 

Governor Engler of Michigan has eliminated all taxes in renais- 
sance zones. Now, I am not suggesting you eliminate all taxes ad 
infinitum, but all over the world we know there are countries that 
do things entrepreneurially, politically speaking, to — the word 
keeps creeping into our conversation — incentivize people’s behavior. 
And I think this city would be a perfect — I do not want to use 
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“demonstration,” but it would be a model, an example to the rest 
of the country. You could not do exactly the same thing, but I think 
this city is different and it requires urgent transfusion of political 
courage and political wisdom and incentive-oriented economics. 

Senator Cleland. Are we third and long with a tough call in the 
huddle? 

Mr. Kemp. Metaphorically speaking, as an old quarterback, third 
and long is probably the most fun part of the game. [Laughter.] 

Senator Cleland. Bless your heart. That is the opportunity, see. 

Mr. Kemp. Most people run drop plays. We throw long. 

Senator Cleland. Well, we thank you for your passion and 
thank you for your testimony and your thoughtfulness in terms of 
problems of urban America. 

This is just one of the many that you have chosen to tackle and 
speak out on, and we appreciate that more than you know. 

Ms. Norton, we appreciate your legislation, hopefully to codify a 
dramatic new departure here for our Federal city that I think is 
worthy of note and worthy of exploration. And we appreciate your 
testimony today. 

Mr. Chairman, thank you very much. 

Senator Brownback. Thank you very much. Senator Cleland. 

Thank you very much, Ms. Norton, and thank you very much, 
Mr. Kemp. We very much appreciate your testimony. 

Senator Brownback. The next panel will be Dan Mitchell of the 
Heritage Foundation, a tax expert with the Heritage Foundation 
and of some nationwide note, and William Niskanen, the Chairman 
of the Cato Institute. These are two tax experts to examine this 
proposal or others as potential options. 

I would like to, as we are in transition, recognize — I believe we 
have another D.C. Councilmember, Hilda Mason, in the audience. 
Ms. Mason, would you care to stand? We very much appreciate 
your attendance here at our hearing as well today, and any sub- 
mission of statements you would like to make, I would be happy 
to hear of that. 

First we will call up Dan Mitchell. As I mentioned, he is a tax 
expert with the Heritage Foundation of some note. Gentlemen, we 
do have your written testimony. We appreciate that. I apologize for 
the length of time we took back and forth on the past panel, but 
we hope you will give us some insight as you dissect these propos- 
als of how we get the city moving again, how you would go about 
it, what you think the best way is to do it. And if you would care 
to truncate your testimony and get right to the gravamen of what 
you are about, let us have it. 

Mr. Mitchell, the floor is yours. 

TESTIMONY OF DANIEL J. MITCHELL, i McKENNA SENIOR 

FELLOW IN POLITICAL ECONOMY, HERITAGE FOUNDATION 

Mr. Mitchell. Thank you very much, Mr. Chairman and Mem- 
bers of the Subcommittee. It is an honor to be here to discuss the 
proposed District of Columbia flat tax. 

The question for Congress, of course, as you look at this proposal, 
is whether or not this is the key to rejuvenating the city’s economy. 


^The prepared statement of Mr. Mitchell appears on page 45. 
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And on some base level, there is no question that providing a tax 
preference to District residents will make the District a more at- 
tractive domicile, especially for taxpayers facing Federal tax rates 
of 28 percent or above. 

But when analyzing this proposed District flat tax, one of the 
most important questions is to look at how a flat tax — the prin- 
ciples behind a flat tax, and the most important principle that a 
flat tax is equality. All taxpayers are treated the same under a flat 
tax irrespective of the source of their income, the use of their in- 
come, or the level of their income. And once policymakers decide 
that the law should apply equally to all people, there are certain 
features of a tax system which inevitably follow. These are: 

One rate. By definition, you are not treating taxpayers equally 
if you impose more than one rate. 

It is also a key feature of a fiat tax that you treat all income 
equally. And in today’s system, between capital gains taxes, cor- 
porate income taxes, personal income taxes, estate taxes, a single 
dollar of income can be subject to several layers of tax. This is a 
particularly shortsighted policy since every economic theory that I 
am aware of, including Marxism, recognizes that capital formation 
is the key to economic growth. 

Finally, another feature of a fiat tax which does not necessarily 
follow from equal application of the law is simplicity. All the fiat 
tax proposals that people think of in Washington usually follow the 
model that was developed by Professors Hall and Rabushka out of 
the Hoover Institution, which is designed to maximize simplicity in 
the tax code. 

While understanding these features of a fiat tax, now let’s apply 
them to the proposed single-rate Federal tax system for D.C. resi- 
dents. First and foremost, the proposed legislation is not really a 
fiat tax. The bill retains all of the provisions of the current tax code 
that impose multiple layers of taxation on savings and investment. 
Nor could it be really said that it will result in a simpler tax code. 
The result will probably be just the opposite. 

Last but not least, the bill violates the core principle of a fiat tax 
by creating a special tax preference based on geography. 

Now, these observations, incidentally, are not offered as reasons 
to oppose the legislation. Indeed, many supporters of a pure fiat 
tax, knowing that fundamental reform will not happen for the Na- 
tion as a whole until after the turn of the century, believe the D.C. 
fiat tax will advance the issue by generating more evidence on the 
positive effects of lower tax rates. Indeed, I am sure I will be citing 
some of those things if Congress goes forward with this proposal. 
And also because the tax code already is riddled with discrimina- 
tory provisions, adding one more on the basis of geography prob- 
ably does not really change the fundamental nature of the code. 

In short, the D.C. fiat tax is really more a question of politics and 
strategy than it is a question of sound tax policy. 

Then, of course, as lawmakers look at whether to accept this leg- 
islation, they should be realistic about what the D.C. fiat tax can 
and cannot accomplished. First of all, it will accomplish almost ev- 
erything supporters say: employment, earnings, home values, busi- 
ness formation, local tax revenue. It is hard to imagine how those 
things could not go up under this proposed legislation. The amount 
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of the increase is a matter of speculation, of course, and would 
probably depend on whether taxpayers felt the preference would 
stay in place for a long time. Also, of course, there would be a vig- 
orous debate about whether or not the improvement in all these in- 
dices would simply represent a transfer of resources from Maryland 
and Virginia, or whether they would represent additional wealth 
creation, which is, of course, what everybody really hopes for. 

What the D.C. flat tax will not accomplish, however, is that it 
will not solve problems associated with failing government schools 
and lack of public safety. Legislators leaning in favor of a D.C. flat 
tax may want to link their support to reforms such as comprehen- 
sive school choice that would allow parents to pick the school that 
would best address their children’s educational needs. In addition, 
a special tax preference for the District could have a perverse effect 
if the economic expansion that followed was used as a reason to put 
off long overdue restructuring of the city’s budget. 

In conclusion, I applaud the Chairman for addressing this critical 
issue. Washington is our Nation’s capital, and lawmakers should 
use their powers, granted by the Constitution, to make this city a 
better home for residents and a source of pride for all Americans. 

Senator Brownback. Thank you, Dan. I appreciate that. 

Mr. Niskanen, Chairman of the Cato Institute, welcome to the 
Subcommittee. Thank you for being here and please give us your 
testimony. 

TESTIMONY OF WILLIAM A. NISKANEN, i CHAIRMAN, CATO 

INSTITUTE 

Mr. Niskanen. Thank you, Mr. Chairman and Mr. Lieberman. 

As a resident of the District of Columbia, I welcome your atten- 
tion to the severe problems of the District Government. I conclude, 
however, that no potential change in Federal tax policy would sig- 
nificantly reduce these problems. 

Let me first address the tax bill introduced by Delegate Norton. 
Although this proposal would reduce my personal Federal tax li- 
ability by over $5,000, I must nevertheless conclude that this is bad 
tax legislation. This bill, and much of the discussion about the fis- 
cal problems of the District, I believe is based on two false perspec- 
tives: 

One false perspective is that the District Government faces a 
special problem because “it has no State to recycle income from 
wealthier areas.” In fact, personal income in the District per Dis- 
trict resident is about 42 percent higher than the national average 
personal income, higher than in any State, and about one-third 
higher than in the adjacent States of Maryland and Virginia. The 
District has an unusually high fiscal capacity without any special 
Federal tax preferences and without taxing commuters who are 
residents of Maryland and Virginia. 

The other false perspective is that higher District revenues are 
either necessary or sufficient to reduce the major problems of the 
District. In fact, the current District budget is now about $9,400 
per resident. That is over twice the national average combined 
State and local expenditures per resident. It is higher than in any 


^The prepared statement of Mr. Niskanen appears on page 49. 
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State. Moreover, the District budget does not include the substan- 
tial Federal expenditures for the Metro, the parks, the museums, 
the zoo, and about half of the police who operate in the District. 

Despite this huge budget and despite a huge Federal expenditure 
independent of the District budget, the District has one of the Na- 
tion’s worst school systems, among the highest crime and infant 
mortality rates, a deteriorating physical infrastructure of buildings 
and roads, a huge unfunded pension liability, and a continuing exo- 
dus of middle-class families. In the absence of a major change in 
the incentives and constraints faced by the District Government, 
more money would not significantly reduce any of these problems. 

Now, let’s address the specific effects of the Norton proposal, in 
each case based upon the data for 1993, the latest year for which 
such data are available. 

On a static basis, the proposal would reduce Federal revenues by 
about $700 million. Based on 1993 data, the number is about $714 
million. About 50 percent of the direct benefits would accrue to the 
8.5 percent of District tax filers with adjusted gross incomes over 
$75,000. Delegate Norton has said that this is a progressive fiat tax 
and that somehow the tax cuts decline with income. That is really 
rather misleading. The tax cuts as a proportion of income decline 
with income, but the absolute tax cuts go up very rapidly with in- 
come. 

The benefits to the middle class with incomes from $30,000 to 
$75,000 would be in the range of $2,000 to $3,000 per tax unit, not 
enough to pay the tuition for one child at most private schools. 

The primary indirect effect of the Norton proposal would be to 
induce more high-income individuals and families to reside in the 
District, most of whom are much less affected by the terrible qual- 
ity of the public school system and most of whom would be spa- 
tially separated from most crime. This would increase the loss of 
Federal revenues relative to the static estimates and, of course, 
would increase District revenues. I doubt whether this proposal 
would increase the low District home ownership rate because the 
reduction in the marginal tax rate would reduce the value of the 
deduction for home mortgages. 

It is less clear how this proposal would affect the middle-class 
families who are now leaving the District at a rapid rate. There is 
little reason to expect the quality of the public schools to increase 
or the crime rate to decline. The proposal would probably increase 
property values and property taxes in middle-class neighborhoods. 
This would probably deter some middle-class families from moving 
to the District, and it would encourage some of those who are now 
here to take their capital gains and move out. 

On net, I expect this proposal would increase, not reduce, the po- 
larization of the District population between the rich and the poor 
without any significant reduction of the District’s major problems. 
Satisfactory schools and safe streets are the two essential condi- 
tions to maintain a middle-class community, and this proposal 
would not address either condition. 

Some provisions of the Norton proposal, I suggest, would have 
much smaller effects than may be first apparent. For major busi- 
nesses operating in the District, it is probably not possible to iden- 
tify the interest, dividends, and capital gains specific to invest- 
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ments in the District. So the 15 percent rate on capital income 
would probably be limited to that for firms with no investments 
outside the District and the zero rate on capital gains only to the 
sale of such firms or privately owned real property in the District. 
This proposal, thus, would provide only a very weak incentive for 
major firms to invest in the District. 

For several reasons, I suggest, the Norton proposal would also 
not produce an objective test of the effects of a general reduction 
in Federal tax rates. It would not be a useful model for what might 
help other cities or other parts of the country. Much of the effects 
of a lower flat tax on earnings by District residents would be cross- 
border effects that would be a wash with a national flat tax. On 
the other hand, the effects of a general reduction of the tax on cap- 
ital income would be proportionately much larger than would be 
observed from the effects only on investments in the District. For 
those, including myself, who favor a general reform of the Federal 
tax system, the District would not provide a useful laboratory to 
test or to demonstrate these effects. 

Where does that leave the case for changing Federal tax policy 
specific to income generated in the District? Back, I suggest, to 
where we started. Congress should not make any changes in the 
Federal tax code specific to the District. There is a good case for 
general tax reform, which I hope is revived soon. There are a num- 
ber of important specific policy changes that would help the Dis- 
trict. The Norton proposal does not address either of those issues. 
Both of those issues are important, but they are longer and more 
complex stories for another day. 

Thank you for your attention. 

Senator Brownback. Thank you very much, Mr. Niskanen. I ap- 
preciate that. 

Could I pose to each of you — there are a number of reasons that 
I am personally interested in this. Perhaps one of the most impor- 
tant is what, Mr. Niskanen, you discount as far as the ability of 
this to show us what a flat tax, a zero capital gains does nation- 
wide. It is my theory that the American people are pragmatically 
conservative. They are conservative, but they want to make sure 
that this works. 

Now, I am not suggesting that this is the experiment. I think 
this works. And to show that — now, you discount it. You say this 
is not a good model. Mr. Mitchell, you say that perhaps it can be 
used as a good model. Why do you think — or do you think there 
are other things we are going to have to tie into that to make it 
a legitimate look at this as a policy proposal? 

Mr. Mitchell. What I said was that I would be certain to use 
positive numbers that came out of this experiment, were it to hap- 
pen. I do think opponents of tax reform would have a very reason- 
able point to say that maybe these are not really effects of lower 
tax rates, maybe these are just people moving from Maryland and 
Virginia. I would still base the bulk of my case on the evidence be- 
tween flat tax States and non-flat tax States, which shows higher 
income, higher job growth if you have a flat tax. I would still base 
the bulk of my arguments on international evidence which shows 
that countries with low flat taxes grow faster and create more jobs 
than countries with so-called progressive systems. I would still 
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base my case primarily on evidence from America’s own Federal 
tax history. The decades in which we cut tax rates have inevitably 
created above-trend prosperity versus decades where we have in- 
creased tax rates we have had just the opposite. 

But, nonetheless, if we do a D.C. flat tax, I will still use those 
numbers to advance the cause, even if the other side might have 
ways of trying to counter them. 

Senator Brownback. Mr. Niskanen, you think this would be not 
a useful product or way to go at it at all? 

Mr. Niskanen. Well, because so much of the effects would be 
cross-border effects. That would overstate the effects of reducing 
the tax rate on income. I think the particular problems of the cap- 
ital gains proposal in the Norton proposal would actually under- 
state the effects of reducing the capital gains rate. 

But we have a continuing national experiment in this country 
that is a consequence of our Federal system, and I think that pro- 
vides very much better evidence than any evidence that would ac- 
crue to the effects within the District. 

Senator Brownback. OK. Mr. Lieberman. 

Senator Lieberman. Very briefly, Mr. Chairman. 

Mr. Niskanen, I think I understand your basic view, but do you 
have any different reaction based on the fact that the bill that Sen- 
ator Mack and I introduced has the capital gains reduction or 
elimination for investments in the District from anywhere — in 
other words, from people who are living outside the District? 

Mr. Niskanen. I think that would have more effect on the Dis- 
trict. It would also be a bigger loss of Federal revenues. 

Senator Lieberman. Right. 

Mr. Niskanen. It would have more effect on the District. You 
still have this awkward problem of identifying capital gains that 
are specific to a multi-state firm operating in the District. 

Now, when that firm sells a specific piece of property, that is one 
thing. But there is no non-arbitrary way of attributing capital 
gains in a multi-state firm to the activities of that firm in the Dis- 
trict. So it is an awkward — you still have that awkward adminis- 
trative problem. 

Senator Lieberman. I think you have a helpful question there, 
which we really have to do some work on. Something has been 
done on that by the folks really outside the Congress who have 
helped Eleanor Holmes Norton and Connie Mack and I draft this 
legislation. But some work does have to be done to define the cir- 
cumstances under which the capital gain would be enjoyed. In 
other words, you would not want to have a company that just has 
its headquarters and 20 employees in the District and is investing 
all over America to take capital gains as a result of that. 

I have seen capital gains elimination, and I have seen some State 
proposals, to go back to your reference to the Federal system, 
where you only — and this is — ^you have a definitional problem here. 
You have to be able to write this and enforce this, but that the cap- 
ital gain reduction or elimination is only enjoyed on jobs created 
within the enterprise zone, activities that are within the enterprise 
zone. That takes some accounting. 

Let me just ask both of you, since you have been thoughtfully 
critical of the proposals made here, what you would do if you were 
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Congress, accepting that we have a goal here, which is to help the 
capital city. And I understand you said a lot of this goes, as we all 
agree, to the quality of the schools, fear of crime. But how do we 
do that in a way that is different from what we have been trying 
to do and has not quite succeeded yet? 

Mr. Niskanen. The one measure that would help the District as 
well as help other American cities more than any other measure 
would be genuinely broad school choice. That is the single most im- 
portant condition that is affecting the location decisions of middle- 
class families. 

I see no meaningful prospect of improving the quality of the D.C. 
public school system. I think it is like trying to reform a State en- 
terprise without changing the market in which that State firm op- 
erates. And as long as the D.C. public school system has a monop- 
oly on government-financed schools in the District, it will continue 
to have what I regard as a terrible performance. 

It is the primary reason that middle-class families, mostly mid- 
dle-class black families, are leaving the District. The $700 million 
that would be lost to the Federal treasury from the Norton pro- 
posal is more than the total school budget for the District of Co- 
lumbia, which itself is now about 50 percent more per student than 
the national average. And so there is a huge amount of money 
there that could be used for a variety of purposes. 

There are other policies that you should also address in subse- 
quent hearings. 

The only policy that would provide both separation of roles be- 
tween municipal roles and State roles and, in addition, give Dis- 
trict residents a full vote in Congress is retrocession to the State 
of Maryland. And that ought to be high on your priority list. The 
District then would become a county within the State of Maryland. 
The income tax and sales tax would be Maryland tax rates, not 
District tax rates, which are much higher in both cases. The Dis- 
trict would be subject to the municipal and education codes of the 
State of Maryland. That requires a special deal between the Feds 
and the State. 

The State would, for example, insist that the Federal Govern- 
ment pick up the cost of the unfunded pension liabilities, and quite 
properly so. The State would want to have a long-term commitment 
to a rule for determining the annual Federal subsidy to the District 
that is basically an in-lieu payment for the fact that the Federal 
Government is not subject to property taxes. 

There are some other measures that I think would be helpful as 
well. A good bit of the government services that are now provided 
at the District level could be decentralized to wards or to neighbor- 
hoods. There are no economies of scale in the provision of munici- 
pal services with the sole exception of wastewater treatment. That 
is already maintained on a regional basis. And a good bit of devolu- 
tion to wards and to neighborhoods would help provide a better mix 
of activities that are specific to the concerns of people in different 
wards. 

One other measure ought to be considered. It would have to be 
worked out in conjunction with both Maryland and Virginia, and 
that is to have a peak-hour, peak-direction congestion fee for com- 
muters to and from the District. The way to do that, I believe, is 
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to give the governments of the originating county half the revenues 
of the totals. That would do a number of things. One is it would 
raise on the order of $250 million a year for the District; it would 
also raise on the order of $250 million for the suburban counties. 
It would significantly reduce congestion in the peak hours, and it 
would increase ridership on the Metro system. 

Those are all interesting proposals. The District would also bene- 
fit by shifting the property tax burden from structures more on to 
land. There have been some dramatic experiments of this nature 
around the country in which assessment increases are specific to 
the value of the land, but not to the structures on the land, and 
that has been very helpful in reviving selected urban areas around 
the country. 

So there are a lot of measures, many of which I have spelled out 
in some detail in our Cato report on the District. I encourage you 
to pay attention to that, and that it is important to hold a series 
of hearings on this matter because no one measure is going to solve 
all the problems. But I must conclude that the particular measure 
that was addressed today has almost nothing to do with the major 
problems of the District. 

Senator Lieberman. A forthright answer. Some interesting pro- 
posals, and I look forward to particularly hearing Mayor Barry’s re- 
sponse to the idea of returning to Maryland. [Laughter.] 

Senator Brownback. Mr. Mitchell. 

Mr. Mitchell. As I indicated in my testimony, I am actually am- 
bivalent about whether or not this legislation should be passed. 
But if it were linked to some of the ideas that Dr. Niskanen was 
talking about, specifically school choice, then I think it would have 
a hugely positive impact on the District, although most of the bene- 
fits would probably come from the school choice proposal. I have 
never done the calculations myself, but I have read figures indicat- 
ing that the per pupil cost of sending a child to one of the D.C. 
Government schools is quite similar to the cost for the elites to 
send their kids to some of the more wealthy private schools in the 
area. To me that is just a moral outrage that you would want to 
trap children in schools that clearly are not working when you 
could voucherize the system and give them extraordinarily im- 
proved educational opportunities. I just cannot understand why 
someone would be against such a proposal. 

Senator Brownback. Good comments. Gentlemen, we are going 
to proceed to the next panel. Thank you very much for your 
thoughtful, direct comments. We will look forward to working with 
you as we put forward, as I noted at the outset of this hearing, a 
comprehensive plan working for the District of Columbia. 

Thank you very much. 

Mr. Mitchell. Thank you. 

Mr. Niskanen. Thank you. 

Senator Brownback. The next panel will consist of the Mayor of 
the District of Columbia, Marion Barry, who shares something with 
my son. Yesterday was my son’s ninth birthday. Mayor, I do not 
think you are 9, but I want to wish you a happy birthday, today, 
I understand, and you grace us by your presence. We appreciate 
very much your coming and attending. 
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We do have your testimony, so if you would like to truncate those 
comments and get right to the direct point of what you would like 
for us to know about, we would appreciate that. Thank you very 
much for coming here today. Mayor Barry. 

TESTIMONY OF HON. MARION BARRY, JR.,i MAYOR, DISTRICT 

OF COLUMBIA 

Mayor Barry. Thank you very much, Mr. Chairman and Senator 
Lieberman. Let me express my deep appreciation for the oppor- 
tunity to spend some time with you about the critical issue of Fed- 
eral tax policy and the way it affects the District of Columbia. 

Senator Lieberman. Mayor, if you will excuse me, I want to just 
welcome you and offer my apology. I am about 10 or 15 minutes 
late to another meeting I was supposed to be at. I am going to stay 
a while to hear the beginning of your testimony, but please under- 
stand if I go. I will take the comments with me and read them. 

Mayor Barry. Thank you very much. Senator, and in reference 
to the questions about receding to Maryland, first of all, Maryland 
does not want to do it; we do not want to do it. So that would not 
even be a shotgun marriage. That would be nothing. If I would 
want anything, it may be to get Arlington County and Alexandria 
back into the District. That is where it was before it was ceded 
back to Virginia. 

Chairman of the Subcommittee, the debate over appropriate Fed- 
eral tax policy is not new. As far back as 1916, a Joint Select Com- 
mittee of the Congress undertook to determine the proper role of 
the D.C. Government and the expenses of the U.S. Government. 
The history of this city has gone from elected officials to an ap- 
pointed Governor, to an appointed lower house and elected other 
house, and then back to commissioners, now to elected form of gov- 
ernment. So we have had this debate about the form of government 
for a long time. 

We cannot ignore the fact, Mr. Chairman and Members of the 
Subcommittee, that the District is unique. It is our Nation’s cap- 
ital. There are only 60 square miles in this city. We cannot annex 
any other land, and we also must be mindful of the fact that over 
57 percent of all the land in the District of Columbia is tax-ex- 
empt — 57 percent — which means our tax base is very, very narrow. 

You also must remember that, unlike other cities and counties 
and States that want to, we cannot tax income at its source; $19 
billion of income earned in Washington, 70 percent of the total, 
goes outside of our city. If I lived in Camden, New Jersey, and 
worked in Philadelphia, Pennsylvania, I would pay a wage tax of 
about 4 percent to the city in Pennsylvania and would deduct that 
from my State taxes in New Jersey. If we were to apply the same 
formula of 4 percent, we would be talking about $720 million of in- 
come. I think it is unfair for people to work here, use our roads, 
our streets, our police protection, our fire, and not pay taxes to pay 
for them. In spite of real arguments, politically it is not going to 
happen because the Senators of Maryland and Virginia and the 
Congress people are going to protect that $720 million from being 
taken from their treasury. We cannot forget about that. 


^The prepared statement of Mayor Barry appears on page 53. 
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We also cannot forget about the fact that there are almost 170 
foreign governments located here that do not pay any property 
taxes or any other kind of taxes, again, using our roads and streets, 
etc. So the Federal payment traditionally has been the way of com- 
pensating for that lack of income from property, but not enough. 
It is $76 million. It should be double that amount if you looked at 
the market value. 

Also, Mr. Chairman, we cannot ignore the fact that this city gov- 
ernment has the responsibilities of a State government. Forty-six 
percent of our total budget goes to State functions. No other city 
in America operates a State prison with 7,000 felons. We are pay- 
ing 50 percent of a Medicaid budget which is $400 million of our 
money. The Congress, at Home Rule left a $306 million unfunded 
pension liability from fire, police, teachers and judges pensions. 
When you add all that money up, you find that 46 percent of our 
money goes to State functions, which means that we are forced to 
have a higher tax rate in the District. And the personal income tax 
I think is about 9.6 percent. Our corporate tax is higher than the 
corporate tax in Maryland and Virginia. Therefore, it puts the Dis- 
trict at an unfair disadvantage in terms of competition when one 
wants to move their company to the District. 

If you look at the economies and economics of it, and the fact 
that we are landlocked, the property values in the District are 
higher in terms of commercial property. So when you add all that 
together, we are uniquely situated. And so there have been a num- 
ber of discussions about how and what we ought to do. We would 
like to just briefly refer to one proposal called “The Orphaned Cap- 
ital,” by Carol O’Cleiraecain, who did an outstanding job of looking 
at the District, and she came to the conclusion with the basic 
premise that the District has the economy of a city and not of a 
State, therefore, the revenue system should reflect a typical city- 
State relationship. 

The proposal meets many of the criteria for a revenue system. It 
will streamline the tax system, reduce the number of taxes, and 
lower tax burdens on both individuals and businesses. 

In conjunction with the President’s plan, I would like to suggest 
that we keep a portion of the Federal payment. This payment is 
not contingent on the State functions being transferred. It is con- 
tingent on a PILOT, payment in lieu of taxes, for Federal property 
in the District of Columbia. The number she suggested is $382 mil- 
lion, which is a fairly good number. We could round it off at $400 
million if we wanted to. But we cannot trade State function trans- 
fers for the Federal payment. This is done all over America. In Bos- 
ton, there is a voluntary PILOT from the universities and from 
other non-profit institutions. But it seems to me the Federal Gov- 
ernment has the responsibility, since it owns 41 percent of the 
land, to continue that level of payment. 

Let me also say that we strongly support the President’s plan as 
a first step. The President recognizes that these are legitimate 
State functions. 

Let me just say, Mr. Chairman, parenthetically, if we were able 
to tax income in Washington earned by non-D.C. residents, we 
would be less enthusiastic about transferring these State functions 
because we would then have the State income taxing authority to 
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capture income and to pay for these State functions. But in the ab- 
sence of that authority, we ought to have these burdensome State 
functions transferred in terms of our prison system, and our Medic- 
aid is disproportionate to any other city or State in America. New 
York comes close, 25 percent, but most counties and most cities pay 
less than 10 percent of their own local budget toward the Medicaid. 
And we know Medicaid is growing by 10 or 15 percent a year na- 
tionally. 

To give you an example, we started in 1973 with $17 million 
Medicaid payments, both Federal and local, and last year it was 
over $800 million. So you can see the tremendous burden that the 
taxpayers of the District are paying. 

We know the story of the unfunded pension liability where fire- 
fighters, police officers, judges, and teachers had a Federal pay-as- 
you-go system until 1979, and then given to us. It has now grown 
to almost a $5 billion unfunded pension liability, so we support 
that Presidential proposed because it would save the District $306 
million in 1998 alone if that were to take place. 

Our court system — the President appoints District of Columbia 
judges. So we do not have anything to do with the judges, anyway. 
The U.S. attorney prosecutes all major crimes here, all misdemean- 
ors, the only place in America where the U.S. attorney prosecutes 
local crimes. Therefore, for the U.S. Government to pay for the 
courts is an equitable situation. 

Also, Mr. Chairman, hundreds of thousands of cars come into our 
city every day, many of whom bear Federal workers. Seventy per- 
cent of the Federal workforce, which is about 300,000 people, live 
outside of the city. And those cars coming into our 1,100 miles of 
streets cause an undue strain on our roads and streets, potholes 
popping up, even though we have done about 40,000. These cars 
add to it and the people who drive these cars and pollute our air 
do not pay one nickel in taxes to pay for the upkeep and care of 
those roads. 

So you have all of these burdens here, and that is why we sup- 
port the President’s plan of $125 million for an infrastructure fund. 

Also, Mr. Chairman, we also support our Metro, but the District 
Government is subsidizing Metro by $175 million, local money, 
whereas in Prince George’s County and Montgomery County the 
State pays their subsidy. Again, we are not asking for that to be 
transferred to the Federal Government, but we want to point that 
out. 

Now to Ms. Norton’s plan. Mr. Chairman, if you look at equity 
and fairness, the D.C. residents should not be paying any taxes at 
all. We do not have a right to vote in the Senate or in the House 
of Representatives. In the early parts of this Republic, we all know 
the history of where the Founders of this Republic went to war 
against the British around a very simple notion of taxation without 
representation. I am not proposing we go to war against the Fed- 
eral Government, but certainly we should not pay any taxes if we 
were to be logical about it. Puerto Rico and Guam do not pay any 
taxes. They are similar to us in terms of voting status. So the Nor- 
ton proposal is a more practical, realistic way of dealing with it. 

Let me say just from the very beginning, regardless of what the 
economists say and others say, all of us know that the Norton pro- 
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posal in and of itself is not going to keep people in the District of 
Columbia. It is going to require what we are already doing, work- 
ing as hard as we can to reduce crime on the streets of Washing- 
ton, D.C., and we have had a 23 percent reduction in homicide in 
the last 4 months. Senator, even one homicide is too much for me, 
but at least it shows we are going in the right direction. Robberies 
are down. Stolen automobiles are down by 15 percent. 

We are reforming our school system. I heard the gentleman who 
testified before about school choice and how this would be so revo- 
lutionary to solve our economic problem. It does not make a lot of 
sense because a significant number of middle-income people do not 
have kids. Look at the census data. They do not have any children 
in school. And if you look at who is leaving the city, it is primarily 
people in Wards 7 and 8, which is east of the Anacostia River, not 
Ward 3, not Ward 2, where a significant number of middle-income 
people live. And so the schools are important, no question about 
that. They need reforming, and we are working with General 
Becton to do so. But that is not — if you had school choice — and 
many of us have some reservations about that — that would not 
be — what you are trying to do is find a way to stabilize this econ- 
omy. 

We are paper-thin. Our economy is paper-thin. We have 630,000 
jobs in the District of Columbia, and almost 300,000 of those are 
Federal jobs, which means we are basically a knowledge-based 
economy. We are a Federal Government economy. And when the 
Federal Government downsizes, as it has, it affects our economy 
tremendously. In the last 10 years, we lost over 40,000 Federal jobs 
in the District of Columbia, which means that our economy is 
largely dependent on this Federal Government. The second part of 
our economy is the service industry, over 100,000 people. 

So in terms of Ms. Norton’s proposal, I support it unequivocally. 
I would like to suggest, though — and there was some discussion 
about it from the dais — that we ought to look at ways to expand 
the capital gains provision of it. I know it is a difficult task to try 
to figure out how you are going to have a company with just an 
office here and investing, an individual who just has an apartment 
here investing in stock and bonds and other things outside of the 
District. But I think it would go a long ways to look at a way to 
try to give us a better broad net as it affects capital gains, because 
investment opportunities in the District are to some extent limited 
in terms of the kind of businesses that we have here and the kind 
of economy that we have. But we support Ms. Norton in her efforts. 
I would like to thank you and others for supporting that legislation 
as well. 

Another thing about the Norton proposal is that we have to find 
a way, all of us, to get our Democratic — my Democratic friends, to 
support this proposal. My own view. Senator, if they do not support 
this, they have to come up with something equal to or better. Thus 
far, the President on down has not come up with an alternative to 
this proposal. And in the absence of an alternative, let’s support 
this one and let’s get it out of the Senate, let’s get it out of the 
House of Representatives, and put it on the President’s desk. It 
seems to me that he would have a hard time not signing it once 
it gets there. 
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So, in summary, we are desirous of stabilizing our economy. We 
are desirous of a fair and equitable way of looking at our tax situa- 
tion. Let me also say that there are those who say, well, these are 
just all management problems; if the District were managed better, 
you would not have to worry about these State functions. 

That is not true. You can look at the flawed structure here. You 
can have the best manager in the world — and we have our share 
of management problems like any other city, but we are making 
significant and steady progress. The best managers, if you took a 
Lee lacocca, who was credited with bringing Chrysler back, could 
not bring this back with that kind of a structure we have here 
where this 46 percent of our budget goes to State functions, we 
cannot tax income at its source, and the other inequities where we 
have a higher tax burden in the District than most of our suburban 
jurisdictions, therefore putting us at an unfair advantage. 

So I am urging you to support the President’s plan with some ad- 
ditions to it in terms of keeping a portion of the Federal payment, 
to add the University of District of Columbia to his plan because 
it needs support as a State institution, and add later, maybe in 
1999, the mental health system which costs us about $190 million. 
No other city operates a State mental health institution and that 
is what we are doing. 

I thank you for having this hearing. I am optimistic that out of 
this and others will come a basic direction that will help us with 
our financial recovery and make Washington, with our help locally, 
the capital we want it to be where we will have safe streets and 
good schools and a good spirit. 

Thank you. 

Senator Brownback. Thank you. Mayor. I appreciate you coming 
in. There are a couple of questions that I have. 

You are supportive of Representative Norton’s proposal, but you 
would expand the capital gains to non-D.C. residents. 

Mayor Barry. I think that would give us a broader base of op- 
portunity, and also I think that if we were to use this as a model 
for other places in the country, you would probably want to do the 
same thing as opposed to just limit it to the jurisdiction where you 
had the absence of a capital gains tax. 

Senator Brownback. And we are talking in general about going 
to more of an incentive-based system to help here in the District 
of Columbia rather than a subsidy-based system. 

Mayor Barry. Right. 

Senator Brownback. Which Representative Norton was saying, 
we have been down the road of the subsidy-based system, it has 
been our urban policy for 20 or 30 years, and look what we have 
gotten to in many of our urban areas. Do you support her in that, 
that we need to get away from a subsidy-based system to an incen- 
tive-based system? 

Mayor Barry. Well, I think in the District, if you were to trans- 
fer these State functions, I would not call those subsidies. Absent 
that, we do have to get into an incentive-based system. 

I have looked at empowerment zones and other zones around the 
country, and these tax credits and other devices really are not 
enough to attract major businesses to Anacostia, where I live, and 
other places like the Anacostias of the world. 
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Senator Brownback. We have to get a broader set of incentives 
coming together, is that 

Mayor Barry. Absolutely. You got to. If you look at the bottom 
line — ^you are a business person, and others know that. There is an 
economic bottom line you look at when you are trying to decide 
what you are going to do with your business. And if it is cheaper 
to operate it right across the line over in Roslyn or Crystal City, 
that is where you go. And to go to Anacostia requires a great deal 
more incentives to help you economically than what we got now on 
the table. 

Senator Brownback. That is what strikes me, and I am new to 
these issues. I am new in the Senate. 

Mayor Barry. I am learning about them, too. 

Senator Brownback. And I am looking forward to learning more, 
but it seems to me that you have to get a broad, comprehensive 
plan together for this to work, and that a part of it is the tax policy 
and incentives based on the financial system. Part of it is schools, 
and part of it is people feeling safe. Part of it is the streets. 

Mayor Barry. Right. 

Senator Brownback. It has got to all come together for it to 
work, and if you miss any one of these parts, you are not going to 
be near as successful or you may not be successful at all. Even if 
you have every great incentive in the world and people are not 
safe, they still probably are not going to come. That is why in my 
looking at this, I think you have to go to a broad-based, comprehen- 
sive set of incentive type of packages and proposals for us working 
together. 

Mayor Barry. I agree. 

Senator Brownback. And this is part of the opening steps. 

Mayor Barry. Mr. Chairman, let me say that we certainly — I 
agree with that, with the broad approach. We certainly would do 
more than our share, locally, that which is under our control, to 
create an environment that is safe, that is positive, to reform these 
schools. But the Federal Government has a responsibility to do the 
reform because you have the authority to do the tax reform and 
other kinds of incentives that will make it. 

The other problem we face with it, Mr. Chairman, is that some 
people just do not like an urban environment. They would rather 
be in a much more sedate suburban environment. 

Senator Brownback. Of course, some of us like rural areas, too. 

Mayor Barry. Yes. But there a lot of people who love it, but we 
have to make it easier for them to stay here and to do business 
here. 

Senator Brownback. Well, not only that, this is the Federal city, 
which I think is an important thing that we miss a number of 
times. 

Let me direct your attention to the President’s proposals on it, 
if I could, because you were supportive of basically the Federal 
Government reassuming several of these functions that it had pre- 
viously at one time, and then sent them back to the District, and 
then now coming back with those. 

You have to do some talking to me and convincing me on some 
of those ideas, where we would take items from a troubled District 
of Columbia system maybe to a troubled Federal management sys- 
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tern. I am not sure holistically as a Nation we get further that way. 
I could see perhaps where it does some relief for the District of Co- 
lumbia, but does it long term solve the problem or not? 

Mayor Barry. Mr. Chairman, take each of those items. Take the 
pension system. What the President proposes is that the Federal 
Government take the assets, which are almost $4 billion, and the 
liabilities, which are about $4.5 billion — it is about $8 billion when 
you add it up, and you deduct what you already have, so you net 
about $4.5 to $5 billion. That is easy to administer. They propose 
a trustee system. The Federal Government operates pension sys- 
tems — and some people say poorly, but you have the Civil Service 
Retirement System, you have Social Security, which is a type of 
pension system, operated by the Federal Government. Or you take 
the area of the courts. Prior to 1970, the Federal Government — all 
crimes were prosecuted, major crimes, in Federal court. And there 
were those who said the Federal court system may have some in- 
equities in it, but it is a system that runs fairly well. 

If you take the area of prisons, the Federal Bureau of Prisons 
has a fairly decent track record in managing America’s prisons 
when you do the analysis and the studies. Now, the problem is not 
the Federal Bureau of Prisons. It is a problem, I think, of the 
criminal justice system which some people say has a lot of inequi- 
ties. But at least they know how to manage. 

I think in areas that they are assuming control and payment for, 
they are capable of managing. There are some areas that the Fed- 
eral Government does not manage very well, and we would not pro- 
pose that they take any of that. There is some question as to 
whether or not they could manage our mental health system imme- 
diately with them not having so much experience in it. But I am 
convinced that in the areas that the President has proposed to take 
over, the Federal Government can do a job equal to or better than 
what we could do. 

Senator Brownback. Well, I will look forward to talking with 
you further on that. 

Mayor Barry. We are supposed to go out and visit Lorton and 
some other places, so we can talk more about the Federal Govern- 
ment’s ability to manage. Or take Medicaid. Medicaid is easy. It is 
just changing the formula from 50 percent to 30 percent for us. 
There are some States that have the Federal Government reim- 
bursement as high as 80 percent. So that is just a matter of a for- 
mula change in the Medicaid allocations. I think Arkansas has 
about a 68 percent reimbursement, Mississippi 70-some percent. So 
that is not a difficult one to hopefully convince you that that can 
happen just with a formula changes. The others we can talk about 
whether or not they can do that or not. 

In terms of the prisons, the Federal Government is proposing a 
transition period of 3 to 5 years where we would have a trustee 
that would begin to phase in that part of the operation to the Fed- 
eral Bureau of Prisons. So to me that is a workable solution in 
terms of getting them ready for this major prison system that we 
have here called the Department of Corrections. 

Senator Brownback. Well, Mayor, thank you very much for com- 
ing here. We share the same objective for the District of Columbia 
to be a shining example, and I know you want to work and have 
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worked tirelessly to do that. I thank the number of Council- 
members that have joined us as well here who have the same ob- 
jective, and I have that same objective. We have a process to go 
through now as we work together to try to design a comprehensive, 
incentive-based system that we all believe in our hearts and in our 
souls will work to make Washington, D.C., a Nation’s capital wor- 
thy of a great Nation. That is what my objective is. 

This is the first of a number of hearings that we will hold on 
this. We will invite you and other Councilmembers back, and also 
to visit directly at other times on this as we move on forward. 

Mayor Barry. Mr. Chairman, let me recognize Ms. Hilda Mason 
and Carol Schwartz from the Council. 

Senator Brownback. Yes, I had recognized them once previously. 

Mayor Barry. Oh, OK. Thank you. 

Senator Brownback. But I am delighted to have them here as 
well. 

Mayor Barry. Also, Mr. Chairman, may I just make a point? I 
have been studying world capitals to see how their nations treat 
their capitals. And if you look at Paris, the French really sort of 
look at Paris as the grande dame of the Nation and put a lot of 
energy and effort, not just money but a lot of other efforts and re- 
sources into the capital. The same with London, and I was in Bei- 
jing, China, last November. Even in Communist China, Beijing is 
looked upon as the heart of the nation. 

So it seems to me that at least we are beginning to get that feel- 
ing here in America, that Americans are beginning to see Washing- 
ton as our capital and not somebody else’s capital, and are begin- 
ning to recognize the opportunity and the challenge to assist us, 
not because of any gifts or not because of any paternalistic kind of 
thing, but because we deserve it as our Nation’s capital. 

Senator Brownback. Thank you very much. 

Thank you all for coming. The Subcommittee meeting is ad- 
journed. 

[Whereupon, at 11:38 a.m., the Subcommittee was adjourned.] 
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I very much api^iate your initiative, Mr. Chairman, in organizing today’s hearing on 
the District of Columbia Ecoiwinic Recovery Act (DCERA) as the first bearing of your 
chairmanship. I am grateful as well because this is also the first hearing on the bill in the Senate. 
The bearing comes at a propitious moment, considering that the President and the House and 
Senate leadership have made the capital of the United States one of their five pnoriiies for the 
lOSth Congress. 

Mr. Chairman, there are three essentials for the recovery of the District One is underway 
- the cunent efforts of fiie city and the Financial Authcmty to restnicture and reform the finances 
and management of the D.C. government. A second has been introduced by the President - a 
plan to lake on congressionally accrued pension liability as well as some state functions that the 
District alone among U.S. cities has carried. The third is a tax reduction as an incentive to keep 
and attract taxpaying residents to the city, the subject of the hearing you have organized today. 

With your permission, 1 would like to place the full details concerning the DCERA, 
including charts and other materials, in the record and simply to summarize its major features 
here. 


The DCERA has been deliberately designed with bipartisan features that offend neither 
party. The bill achieves the tax cut first, by raisiz^ the traditional standard deduction and 
personal exemptions about two and a half times tlwir present value; second, by applying a 1 5% 
rate progressively up the income scale so that the smaller the income, the larger the cut; and 
third, by maintaining the charitable and mortgage deductions to assure that the intent of the bill 
to encourage residents to remain or settle in the District is fully cturied out. The DCERA also 
exempts capital gains on District invesiments by District residents and applies the 1 5% rate to 
investment income on investments in D.C. by D.C. residents. 


rs 


I would tike direct the rest of my remarks to a few points that may be more difficult for 
people new to the idea of a tax cut for the District. A tax reduction for a particular city is unusual 
and counterintuitive for many. I propose a federal tax cirt for the District of Columbia because of 
the city's unique features. I propose a tax cut for this city because it is the capital of the United 
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Sutei, is cxperieDciiig lelfail fli^ in the 90* tt t late dme times those wbo left in the 80s. has 
no state to recycle money back as lesidenis leave, and is baned by Congress fiom enacting a 
commuter tax fitnn subtabanitea who bold tire lion’s share of the city's jobs while paying 
nothing fin theii use of city services. A tax cut would also eliminate at least some of the 
disparity between the District and the four tetritories whose lesidoits pay no federal income 
taxes, but like the District, send a delegate to Congress. The people I represent ate third per 
cqtita in federal income taxes and ate the only Americans to whom the American revolutionary 
slogan “no taxalion without representation” still applies. 

Because of the District’s unique fieatures, 1 do not pretend that the DCERA is directly 
applicable to other cities. I do argue tiiat the great cities could directly benefit bom allowing the 
ideas incorporated in my bill to go forward. Most large cities have lost population and have been 
spared the fete that has befellen the District largely because they lie within states that fiinnel 
money back bom wealthier areas in the state. States and cities would be fer better off if middle 
income taxpayers remained to revitalize diese great cities rather than condemning them to 
becoming non-producing wards of their states. If the DCERA encourages people to remain in 
the District, some relief bom state taxes might have a similar effect in the states. 

At the same lime, the DCERA is no substitute for the President's Plan to pick up the cost 
of some sute functions. My bill cannot succeed without the President’s plan because even with a 
stabilized middle income population, no city today could pay fin state, county and municipal 
fiinctions, such u Medicaid and prisons, as the District uniquely does. On the other band, the 
President’s Plan cannot succeed without my bill because his Plan leaves the overwhelming cost 
of running the city to local taxpayers. 

Will the DCERA have the desired effect? I believe that it already has. A pick-up in 
home sales after a long period of decline was reported last week. I do not claim that a bill that 
has not been enacted is responsible, but I can tell you titat real estate agents have been explicitly 
and aggressively using my bill to market homes. The bad news is that the article rejmrted that 
most D.C. residents are renters and that actual flight has not significantly abated. It is clear that 
in a city udiere people rent rather than buy bouses and an economy in decline, many of these 
sales may well be to speculators rather thm to homeowners who are indispensable to a full 
revitalization. In any case, there is significant evidence that the bill will slow taxpayer flight in 
the ovetwdtelming support die DCERA enjoys in every neighborhood of die city and among 
people of every income group and race. The breadth and depth of the support fiir the bill is 
unusual, including the strong support of every Member of the City Council who together 
represent the richest, the poorest, and the traditional middle income wards, as well as of the 
Board of Trade and the Metropolitan AFL-CIO Labor Council. The abundant anecdotal 
evidence that many residents ate remaining to see ifthebill will be enacted is some indication 
that the DCERA would keep taxpayers here and draw others as well as city services improve. 

But aren’t city services, not taxes die problem, I am often asked. The answer, of course, 
is “of course.” The DCERA. in the absence of a slate safety net, uses the tax eut as an incentive 
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fin people to leniain in alargs city with troubled Khoob and odiersemecs. After ell, the tax cut 
would not be necessary iftfaenwero abeady enough leaaon to lemain in file city. Thetaxcut 
accon^iishes what no amount of subsidy can. The tax encourages file middle income taxpayers 
whose presence alone can revitalize schools and neighborhood institutions and whose tax dollars 
ate indispensable to improving services. 

The many adN«iitages that traditional middle income taityayers bring to a city, quite apart 
fiom revenue, is perhaps the strongest case for the luU. Cities p^ormed the great American 
miracle for almost a hundred years of immigration of whiles fiom Europe and migration of 
blacks fiom the South in the late 19th and early 20th ccnuuy. The key to the success of the cities 
was that peopte who bad some educathm sad opportunities lived in the same place as poor 
people who had just come. Together they nourished neighborhoods and entire cities. The 
DCERA seeks to recreate this synergy, revitalizing the city not only with their tax dollars but 
with a multiclass presence that alone can revitalize a city. 

This point is lost in those who see cities as places that need money and nothing else. 

They would send whatever the tax cut would cost Erectly to the city government. Not only is 
this politically and economically infeasible; it would not work. It is an insult to treat this city as 
if it were the ftmctional equivalent of a welfore rtcipieuL The goal must be to help the city help 
itself. The District still has a highly educated population, retained its trtiddle class longer than 
most cities, has dozens of beautiful neighborhoods, has a downtown in the midst of an exciting 
tcnaissarice, attd is one of the nation's most livable cities. The District maintains a high average 
income largely because of what remains of its middb ebss. Now in ftrll flight, and because of a 
committed upper and upper middle class whose income, especially Wall Street investments that 
have been unusually high, obscure the teal picture of a rapidly developmg huge hole in the 
middle. The sheer difference in the cost of housing between the District arul the region and the 
city's poor schools and high crime rate are depleting neighborhoods of its struggling working 
people and its lower middle income and nuddle income black residents who have been the 
backbone of neighborhoods across the Arracostia. 

However, the District docs have a market that the tax cut pulls toward the city. Initially 
they will probably not be people with rohool children. However if we retain and attract middle 
income singles and young married and retired people, we will have a tax base while we are 
rebuilding the city's schools and other services. Ibe present flight is undermining the work of 

the city and the Control Board to resttuctura finances and services because their work carmot 

|»T fifuit if the tax payers who are necessary to support the city leave in the mirlst of the tmgoing 
reform. 


The DCERA is a targeted tax cut, even though all of file taxpayers would receive it 
use taxpty*** *" *vty gmiip Me leeviiig the DistricL If the point is to leave the city 

with a diverse tax base, it vrould be senseless to leave out some and thereby encourage theit 
eontitiucd flighL The tax cut has very progressive cfiEects, hut by allowittgaome reductions to all 
income groiqn, it acknowledges that the city as we have known it can survive only if it has rich. 
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modcnta lode^eciiUyiiiiddbiiKomeiesideitti. 

Tbe critieal link beMcen ■ middle inccme, ed u c at ed tn bue and a job base is Ibe leason 
I cannot stqipott a c^tal gaina cut twithout an individual tax reduction for District resid e n t s. The 
analysts ccmfinn udiat DMct employen repoit that wifo die loss of its middle income educated 
tax basep job ftimnlatiAn alone only makes jobs for the suburbs. To assure that jobs will go to 
D.C. residents wdio pay for D.C. services, we must help turn around indivi^ tai^ayer flight. 

The capital gains and business teliefis important at a time when the District's ra^or employer, 
the fodetal government, is downsizing. By now, however, it is a truism that business follows an 
nr drilled job pool, not tax breaks. I know das well from my experience serving on the 
boards ofduee Fortune 500 companies before coming to Congress. I welcome capital gains and 
invesuaent lehcf but only u an adjunct to die teal problem - die d ead t-d faK ng km of taxpayers 
who pay most of the freight It would be useless to the Disniet to simpiy dirow down a tax cut 
unrebted to die problam. The problem is that no city, and ceitainly no stateless city, is viable 
without middle income taxpayers. The remedy for diis problem is a tax cut incentive designed to 
maintain and attract these indispensable taiqiaying residents. 

Mr. Chairman, urban policy has become an empty idea. For decades, the solution to 

urban pieblemahu been framed almost entirely in resource terms. There were and remm good 
and sufficient reasons for greater fuading far citiet, but diere ate insufRcient funds and little 
detenauiation to help cities if the solution depends solely on dkact flinding from federal and state 

govenuneota. States are indeed funding the big cides the hard way by dolii« out just enough to 

keep them from sUdiog inlo insolvency and allowing them to become enclaves of tbe poor. 

Cities supported themselves and a good portioa of their states as well when there were where 
middle income people chose to live. The midrBe class base that VoUt *• cities can twve to 
cities. Citiet today suSet from a poverty of ideas more than from to poverty of their lesidmts. 

Surely, to DCERA is a worthy experiment to tee whit it can demonstrate that is usefol for to 

country. For to country’s c^tal, the DCERA U more. Thus for, it is to only idw on to 
proverbial table tot holds any promise for keeping taxpayers here and the c^kal itself alive. 


4 
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Recapitauzing The District Of Columbia 
Statement Of 
Jack Kemp 
Before 

U.S. Senate Committee On Governmental Affairs 

SUBCOMMETTEE ON OVERSIGHT OF GOVERNMENT MANAGEMENT, 

Restructuring, and The District Of Columbu 
March 6, 1997 


Thank you, Mr. Chainnan for inviting roe to address the Subcommittee this motning on 
Che sul^ect of revitalizing our Nation’s Capital City. As you know, this is a subject near and 
dear to my heart, and I want to commend you for holding these important hearings. 

Id particular, Mr. Chairman, let me say how much the people of the District of Columbia 
appreciate your leadership on this matter. You have always been a stalwart supporter of tax cuts 
for the District, and I look forward to woridng with you in the Senate now to help devise the 
most powerful package possible of economic incentives for the District. 

L for one, think my good friend Eleanor Holmes Norton, Delegate for the District of 
Columbia in the U.S. House of Representatives, has given us a pretty good start with her bill, the 
DC Economic Recovery Act (DC£RA). I know you agree, Mr. Chairman, and 1 applaud your 
decision to sign on as an original cosponsor of the Senate companion to that bill when Senators 
Connie Mack and Joe Licbenman reintroduced it here in the Senate. 

The Premise Of Reform 

The premise of the Norton, Mack, Lieberman, Brownback. approach to revitalizing the 
District of Columbia is char the only way co make the District a viable city is to promote 
economic growth and opportunity for residents within the City; and chat the best way to promote 
growth and opportunity is to reduce die tax burden in a way that not only gives working and 
middle class city residents a permanent tax cut but also gives them access to more and 

ownmhip of assets. That’s why we propose diat the federal govantnent cut its personal income 
tax rate on D.C. residents to a flat IS percent, widi a generous standard deduction, and el iminate 
the capital gains tax altogether 

The last time I spoke to a congressional committee on this matter was July 31, 1996 
before the House Committee on Government Reform and Oversight. At that time I was quite 
critical of the Clinton Administration for abandoning the District. In fact, the silence from 1600 
Pennsylvania Avc. on the crisis in the District was so palpable that I likened it to telling the city 
to drop dead. Since that Cime, I am happy to say, that the Clinton Administration has put 
forward its own plan to deal with the DisiTict'.s problems. I acknowledge and co mme nd that 
action. 
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Unfonunaiely, the Adminisaation's plan is not well conceived. Apparently, it was put 
together inside the Old Executive Office Building without consultation with anyone in City Hall 
or on Capitol Hill, and it fails to grasp, and hence fails to address, the fundainental problems 
confronting the Nation's Capital, foremost among which is that it lacks a viable economy, its 
residents lack jobs and access to capital and credit 

The District’s Downward Spiral 

Recent estimates show that the District has experienced a net loss of 75,000 jobs in the 
last five years. Moreover, Steven Fuller of George Mason University has shown in a study 
released last month that the District has been in an economic contraction for three years which is 
so severe that it is slowing growth in the suburbs. The same study shows that for every SI in 
growth generated in the District, the Maryland and Virginia suburbs will experience $ 1 .44 to 
$1.57 in growth — the first time this link has been firmly established. 

The city's population has fallen to 554,000, with the middle class and business owners 
leading the exodus. Since 1970. Washington has lost 25 percent of its population and has 
already lost more people in the 1990s (52.900) that it did in the 1980s 

Not only have people fled the city, so have businesses. Taxes are a major reason why. A 
1994 study conducted by the George Washington University Center for the Advancement of 
Small Business found that die number-one reason for businesses leaving Washington was taxes 
of all types controlled by the city 

Let me hasten to add that in the District's current stare, it will not be sufficient to cut 
taxes — it's necessary but not sufficient The city has been mismanaged for many years, and that 
must be corrected. Thanks to the support and encouragement of Eleanor Holmes Norton. Senate 
Majority Leader Lott, Speaker Gmgiich, Congressman Tom Davis, and Bill Walsh, DCs 
Financial Control Board has finally begun to bring some sanity back to the management of the 
city. But fixing city govemment is not enough. 

Crime surely drives residents out of the city Current crime rates in Washington, DC are 
simply unacceptable, and juvenile crime is particularly disgraceful. In 1992, the most recent 
year for which FBI figures are available, children up to age 17 were arrested for violent crimes 
in the District at a rate of 1 .487 per I OO.CXIO. That national figure was 483. If the crime 
situation in New York City can be reversed so dramatically, there is no earthly reason why it 
cannot be reversed just as dramatically here in the District of Columbia. It is simply a matter of 
will. I urge Mayor Barry to sit down with Mayor Guiliani and explore what was done 
successfully in New York that might be applicable in the District. 

Mediocre city services and a deplorable public education system also combine to keep 
Washington, DC in a downward spiral. For all of its many flaws, one element of President 

Clinton’s plan for the District does make scnsc. Privatization of some city services will mean 
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more efficient delivery of services 

Where the Khools are concerned, personally, I would like to see the District be the first 
city in the natioii to implement a universal school choice program. Can you imagine the 
renaissance in the District's education system if every parent were given a voucher for each 
child equal to an amount even approaching the current per pupil expenditure in the District of 
$7,458? 

Further, the President has suggested a rearrangement of governmental responsibilities 
between the city and the federal government. It may make sense for the federal government to 
assume some responsibilitieE in exchange for reducing or eliminating the annual S660 million 
federal payment. Just as there may be appropriate changes in the relationship between the 
federal government and the states, we should closely examine whether it makes sense to make 
some alleralioiis in the relaCiotiship between the federal government and the city's govemment 

We should, however, reject the idea of a net increase in federal money into the District's 
government. Opening Che federal spigot would only take momentum away fiom the progress 
that the Control Board has made in taming the city’s bureaucracy More federal money would 
be the wrong signal at the wrong time 

Cut Theik Taxes and THEY’Lr. Come Back, 

BUILDING THEK businesses BEHIND THEM 

A necessary condition for pulling Washington. DC out of its tailspin is to rejuvenate its 
economy, and getting the tax system right is a necessary precondition to economic rcvitalizahoo. 
The right kind of tax cuts will help reverse flight &ora the city and create a fertile environment 
for an urban renaissance in our nation's capital. 

That is where the Norton, Mack, Lieberman; Brownback, Kemp tax plan comes into 
play — as a springboard to revitalization. Replace the current graduated federal income tax 
structure for District residents with a flat IS percent rate. Personal exemptions would be raised 
so that single residents earning up to $15,000. single heads of households earning up to $25,000, 
and couples earning up to $30,000 would be removed from the federal tax rolls. District 
residents would have to pay no capital gains taxes on the sale of city investments. And, as an 
aside, Mr. Chairman, I would go further and eliminate the capital gains tax on any investment 
made inside of the District whether or not it was made by a District resident. Fiist get the capital 
flowing into the city; the people will follow 

Clearly, flattening the tax rates represents the most dramatic aspect of the DCERA plan. 

It is a tax cut for the middle class. The current steeply graduated local income tax (with a top 
rate of 9.5 percent) on top of the highly graduated federal income tax (with rates reaching 39.6 
percent), on top of the payroll tax (with combined rates above 15 percent) means that District 
residents face some of the most punishing miff|inal illCOfllC tai fatCS ill the COUDlTy . A tWfi- 
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earner famijy with after tax income of only SSO.OOO conftonts marginal tax rates on work of 
aJmost 65 percent. U’s outrageous. 

Is it any wonder that enterprising entrepreneurs and successhil middle-class professionals 
are fleeing the city,? That’s why a permanent tax cut for the middle class is the keystone of any 
revitalization plan for the District It is essential to bring back middle class residents to the 
District who will go to the PTa meetings and man the neighborhood watches and bring teal 
neighborhoods back to the Nation's Capital. The pathos of disintegration in the District is 
illustrated by the lament of a realtor quoted recently in The Washington Post: In the last eight 
years, I have sold to only 2 Emilies with children . . I used to know which schools are in 
which neighborhoods. I couldn’t even teU you today, the issue comes up so seldom It’s not 
like Virginia where people want to know which schools are where.” 

The Norton, Mack, Licbeifnan, Brownback tax proposal for the District is exactly the 
kind of sizeable tax cut for city residents that can begin to make a difference. The average DC 
resident would see a 44.3 percent cut in their tax liability. Because of the large personal 
exemptions, lower income taxpayers would see an even larger percentage cut on average. 

DCERA also eliminates the capital gains tax for city residents on investments made 
within the city, and I understand the Senate version will expand this provision to cover anyone 
who invests in the District. Bravo. Mr. Chairman. let me attempt to lay to rest once and for all 
the pernicious idea, held far too widely here on Capitol HiU, that eliminating the capita] gains 
tax would be a huge windfall tax cut for the rich. Just the opposite is true. Repealing the capital 
gains tax would help the most those at the very bottom of the economic pyramid. 

Rich people who own business and financial assets have a world of choice about where 
they invest and under what circumstances they realize their capital gains. For every tenth of a 
percent that government reduces the expected after-tax rate of return to capita) by levying a 
capital gains tax, an entire universe of potential investment opportunities simply dry up and 
blow away. In the absence of a capital gains tax, there are many relatively low -return, risky 
ventures that still can entice investors to put their capital at risk — but just barely. Add a capital 
gains tax, and suddenly these enterprises aren’t worth it to investors. Capital dries up. 

The higher the tax on capital gains— as the economists say, the bigger the “tax 

wedge” the more ventures become economically unviable. And, they begin drying up from the 

bottom first. Low-rctom, high-risk ventures evaporate, leaving those on the boftom rungs of the 
economy in the lurch while the affluent with capital to invest find a safer haven in government 
bonds. It is precisely the marginal high-risk, low-tetum entcrpnscs — those very ventures that 
poor people in inner cities can realistically aspire to unde rt a kin g — that the capital gains tax 
knocks off the board. ^ 

Please understand, the only way for someone to realize a capital gain is to put after-tax, 
ordinary income at risk. Money first must be canwil by tlK Sweat of one's blOW and tUeS paid 
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on it before it becomes available to be put at risk in search of a capital gain. If you raise the tax 
on capital gains, potential investors will simply look for less risky, lower-taxed alternatives in 
which to put their money. They won't put their money into a local Jiffy Lube or Midas Muffler 
franchise-small business. They will put it into tax-&ee municipal bonds. Or. they will borrow 
against their assets, paj^ accounts and borrowing fees, invest the proceeds in a higher-return 
venture and write off the interest against their income tax. Who is hurt the most? The rich guy 
who is inconvenienced and gets less or the potential entrepreneur who get nothing because he 
cannot get the capital to start his own small business? 

Four out of five dollars put at risk in this economy generate capital losses, not capital 
gains. The higher the tax we levy on the reward for putting capital at risk — i.e., the higher the 
capital gains tax — the lower the after-tax rate of return investors can expect, and the less capital 
they will put at risk. Moreover, since capital evaporates first from the bottom of the economic 
pyramid, high capital gains taxes mean less capital will be available to the capital-starved inner 
cities like the District of Columbia 

Let me give you a perfect example of die kinds of unintended consequences I am calking 
about. I happen to know for a fact that Midas Muffler, which does business as a franchise 
company, has a very difficult time finding black franchisees in inner cities. Why? Don’t people 
in inner cities need mufflers for their ears too? Of course they do. The explanation is simple: 
there is a lack of capital available to inner-city eutrcprencuis to pay the franchise fee and 
purchase the requir^ equipment to open a muffler shop. It has nothing to do with race. The 
problem isn't that potential franchisees are being denied capital because of their race. It is quite 
simply that doing business in America's inner cities is a veiy expensive and risky proposition 
under any circumstances. When government adds to Che costs of doing busiucss by imposing 
costly regulations and exoibitant taxes, the after-tax rate of return potential investors can expect 
to receive from a muffler shop in an iimer city is just not large enough to entice them to put their 
capital at risk. 

This problem is particularly acute in WashingUsn. DC Within the confines of the 
District, with a population of about a half-million residents, there are exactly two Midas Muffler 
shops. Contrast this to Memphis. TN, also a city of roughly a half-million residents, where there 
are g Midas Muffler shops. Now, this anecdote is not a scientifically rigorous test by any stretch 
of the imagination. But it is suggestive, and it illustrates that when politicians aim capital gains 
taxes at the rich man’s wallet, they invariably miss their target and hit the poor man right in the 
heart. 


Conclusion 

The budget and management problems faced by Washington, DC ate not unique. 
Washington is not the first city to require outside assistance to help resolve a complicated fiscal 
dilerruna. Don't forget Philadelphia. New York and Cleveland. The DC Economic Renewal Act 
is not the final answer to the DisQlci's problems but it is 1 beginning. Some of the left will 
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oppose the plan — afmd that someone, somewhere, somehow might get rich. A few on the right 
also may object — reluctant to give Mayor Barry a chance to succeed. 

Marriages of convenience ate not expected to be joyous. But in this crisis, there is an 
unexpected moment of oi^xntunity for both Mayor Barry and the Congress. For Mayor Barry , it 
is a chance to retain control over the affairs of his city and preserve home rule. For the 
Republican Congress, it is an opportunity to demonstrate the power of our ideas. We have an 
opportumty to transform the federal city from the most visible example of everything that’s 
wrong with urban America into the shining symbol of renewal for the nation. 

Thank you, Mr. Chairman. 
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Daniel J. Mitchell 

McKenna Senior Fellow in Political Economy 
The Heritage Foundation 

Mr. Chaiiltnan and members of the Committee, it is an honor to be 
here today to discuss the important issue of how best to rejuvenate the 
economy of our nation’s capital. Specifically, the Committee is examining 
whether a single rate tax regime should be part of the District’s economic 
recovery plan. 

The proposal introduced by DC Delegate Eleanor Holmes Norton, 
popularly known as the DC flat tax, would create a separate federal tax 
system for tsuqiayers residing in the district for at least 183 days in any 
given year. Supporters hope that the imposition of a low tax rate of 1 5 
percent on DC-source income will boost productive economic activity. This 
low tax rate, combined with a generous personal allowance — $15,000 for 
individuals and $30,000 for a married couple - unquestionably will make 
the District a more attractive domicile, especially for ttuqjayers facing 
federal tax rates of 28 percent or above. 

The question for Congress, of course, is whether to grant this special 
tax status. Lawmakers would be well served, as they contemplate this issue, 
to review the key principles of the flat tax. Such an exercise highlights both 
the promises and pitfells of creating a special tax preference for District 
residents. 

When analyzing the flat tax, the most important principle is equality. 
All tatqtayers are treated the same under a flat tax — irrespective of the 
source of their income, the use of their income, or the level of their income. 
Once policy makers decide that the law should apply equally to all, there are 
certain features of the tax system which inevitably follow. They are: 

One rate - In the public’s eye, the defining feature of the flat tax is 
the replacement of today’s discriminatory five-rate structure with a single 
low rate of less than 20 percent. This single rate is important not only 
because it treats all taxpayers equally, but also because a single, low rate 
will m i n i m ize the tax burden on productive economic behavior. 

Tax only once - Fair treatment of all tasqtayers also requires that 
income be taxed only one time. Under the current code, because of ctqsital 
gains taxes, corporate income taxes, personal income taxes, and estate taxes. 
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a single dollar of income can be subject to several layers of tax. This policy 
clearly discrimihates against income that is saved and invested rather than 
consumed. This is a particularly short-sighted approach since all economic 
theories - even Marxism - recognize that capital formation is the key to 
economic growth and higher wages. 

Simplicity - A tax system based on equal application of the law does 
not necessarily have to be simple, but flat tax proposals based on the model 
developed by Robert Hall and Alvin Rabushka of the Hoover Institution 
make every possible effort to reduce the tax system’s intrusiveness and 
compliance costs. A flat tax, for instance, dramatically simplifies the tax 
code by taxing interest and dividend income at the source (i.e., apply the 
one layer of tax at the corporate or financial institution level rather than 
expecting the IRS to track and monitor disbursements to millions of 
shareholders or depositors). 

These important features can now be used to properly assess the 
proposed single-rate federal tax system for DC residents. First and 
foremost, the proposed legislation is not a flat tax. The bill retains all of the 
provisions of the current tax code that impose multiple layers of taxation on 
savings and investment. Nor could it be said that the legislation will result 
in a simpler tax code. The result will probably be just the opposite. Last 
but not least, the bill violates the core principle of a flat tax by creating a 
special tax preference based on geography. Equality under the law 
presumably would not be realized if residents on one side of a river (or, for 
that matter, on one side of a street) had special access to a favorable tax 
regime. 

These observations, incidentally, are not offered as reasons to oppose 
the legislation. Indeed, many supporters of a pure flat tax, knowing that 
fundamental reform will not happen until after the turn of the century, 
believe a DC flat tax will advance the issue by generating more evidence on 
the positive effect of lower tax rates. Moreover, because the tax code 
already is riddled with discriminatory provisions, it would be stretching 
credibility to assert that adding one more on the basis of geography would 
really make much of a difference. 
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In short, the E)C flat tax is really more a question of politics and 
strategy than it is a question of sound tax policy. Finally, as lawmakers 
decide whether to accept or reject the legislation, they should be realistic on 
what the DC flat tax can - and cannot - accomplish. 

What a DC flat tax will accomplish: 

Almost' everything supporters say is true. The DC flat tax will 
increase employment, earnings, home values, business formation, and local 
tax revenue. How much of an increase is a matter of speculation, and would 
probably depend on how long taxpayers felt the tax preference would be in 
place. One prediction that can safely be made, however, is that public 
policy experts will vigorously differ on the degree to which the District’s 
improved economy represents additional wealth creation or simply a shift of 
resources ftom Maryland and Virginia. 

What a DC flat tax will not accomplish: 

While a tax preference will boost the District’s economy, tax policy 
alone will not solve problems associated with failing government schools 
and lack of public safety. Legislators leaning in favor of the DC flat tax 
may want to link their support to reforms such as a comprehensive school 
choice plan that would allow parents to pick the school - public or private, 
religious or secular - that best addressed their children’s educational needs. 
In addition, a special tax preference for the District could have a perverse 
effect if the economic expansion that follows is used as a reason to put off 
long-overdue restructuring of a bloated city budget. 

In conclusion, I applaud the Chairman for addressing this critical 
issue. Washington is our nation’s capital, and lawmakers should use their 
powers, granted by the Constitution, to make the city a better home for 
residents and a source of pride for all Americans. 
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The Heritage Foundation is a non-profit, educational, public policy 
research organization operating under section SOI (cX3) of the Internal 
Revenue Service Code. It is privately supported, and receives no funds 
from any government at any level, nor does it perform any government or 
other contract work. 

The Heritage Foundation is the most broadly supported think tank in 
the United States. During 1995 it had more than 200,000 individual, 
foundation and corporate supporters representing every state in the U.S. Its 
1995 contributions came from the following sources: 


government 

0% 

individuals 

52% 

private foundations 

29% 

corporations/company foundations 

5% 


No corporation provided The Heritage Foundation with more than 2% 
of its 1995 annual income. The top five corporate givers provided The 
Heritage Foundation with less than 5% of its 1995 annual income. The 
Heritage Foundation’s books are audited annually by the national 
accounting firm Deloitte and Touche. A list of major donors is available 
firom the foundation upon request. 

Members of The Heritage Foundation staff testify as individuals 
discussing their own independent research. The views expressed are their 
own, and do not reflect an institutional position for The Heritage 
Foundation or its board of trustees. 
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' Chairman 

The Cato Institute 

Mr. Chairman and members of the subcommittee: As a resident 
of the District of Columbia, I welcome your attention to the 
severe problems of the District government. I conclude, however, 
that no potential change in federal tax policy would 
significantly reduce these problems. 

Let me first address the tax bill introduced by District 
Delegate Eleanor Holmes Norton. Although this proposal would 
reduce my federal tax liability by over $5,000, I must conclude 
that this bill would be bad tax legislation. This bill, and much 
of the discussion about the fiscal problems of the District, is 
based on two false perspectives: 

• One perspective is that the District government faces 
a special problem because it has "... no state to 
recycle income from wealthier areas." In fact, 
personal income per District resident is about 42 
percent higher than the national average and is higher 
than in any state. The District has an unusually high 
fiscal capacity without any special federal tax 
preferences and without taxing commuters who are 
residents of Maryland and Virginia. 

• The other false perspective is that higher District 
revenues are either necessary or sufficient to reduce 
the major problems of the District. In fact, the 
current District budget is now about $9,400 per 
resident — about twice the national average state and 
local spending per resident and higher than in any 
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state. Moreover, the District budget does not include 
the substantial federal expenditures for the Metro, the 
parks, museums, the zoo, and about half of the police. 
Despite this huge budget, the District has one of the 
nation's worst school systems, among the highest crime 
and infant mortality rates, a deteriorating physical 
infrastructure, a huge unfunded pension liability, and 
a continuing exodus of middle class families. In the 
absence of a major change in the incentives and 
constraints faced by the District government, more 
money would not significantly reduce any of these 
problems . 

Now, let's address the specific effects of the Norton 
proposal, in each case based on the data for 1993 ( the latest 
year for which such data are available) . On a static basis, the 
proposal would reduce federal revenues by nearly $700 million. 
About 50 percent of the direct benefits would accrue to the 8.5 
percent of District tax filers with adjusted gross incomes over 
$75,000. The benefits to the middle class with incomes from 
$30,000 to $75,000 would be $2,000 to $3,000 per family, not 
enough to pay the tuition for one child at most private schools. 

The primary indirect effect of the Norton proposal would be 
to Induce more high-income individuals and families to reside in 
the District, most of whom are less affected by the quality of 
the public school system and would be spatially separated from 
most crime. This would increase the loss of federal revenues and 
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increase District tax revenues. I doubt whether this proposal 
would increase the low District home ownership rate; the 
reduction in the marginal tax rate would reduce the value of the 
deduction for home mortgages. 

It is less clear how this proposal would affect the middle 
class families who are now leaving the District at a rapid rate. 
There is little reason to expect the quality of the public 
schools to Increase or the crime rate to decline. The proposal 
would probably Increase property values and property taxes in 
middle class neighborhoods; this would probably deter some middle 
class families from moving to the District and to encourage some 
of those now here to take their capital gains and move out. On 
net, I expect this proposal would increase the polarization of 
the District population between the rich and the poor without any 
significant reduction of the major problems. Satisfactory 
schools and safe streets are the two essential conditions to 
maintain a middle class community, and this proposal would not 
address either condition. 

Some provisions of the Norton proposal, I suggest, would 
have much smaller effects than may be first apparent. For major 
businesses operating in the District, it is probably not possible 
to identify the interest, dividends, and capital gains specific 
to Investments in the District. So the 15 percent rate on 
capital income would probably be limited to that from firms with 
no investments outside the District and the zero rate on capital 
gains only to the sale of such firms or privately owned real 
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property in the District. This proposal, thus, would provide no 
specific incentive for major firms to invest in the District. 

For several reasons, I suggest, the Norton proposal would 
also not produce an objective test of the effects of a general 

reduction in federal tax rates. Much of the effects of a lower 

I 

flat tax on earnings by District residents would be cross-border 
effects that would be a wash with a national flat tax. On the 
other hand, the effects of a general reduction of the tax on 
capital Income would be proportionately larger than would be the 
effects only on Investments in the District. For those, 
including myself, who favor a general reform of the federal tax 
system, the District would not be a useful laboratory to test or 
demonstrate these effects. 

Where does that leave the case for changing federal tax 
policy specific to Income generated in the District? Back where 
we started. Congress should not make any changes in the federal 
tax code specific to the District. There is a good case for a 
general tax reform. There are specific policy changes that would 
help the District. But those are longer and more complex stories 
for another day. 

Thank you for your attention. 



53 
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SENATE SUBCOMMITTEE ON OVERSIGHT OF GOVERNMENT 
MANAGEMENT, RESTRUCTURING, AND DISTRICT OF COLUMBIA 

REMARKS FOR USE IN TESTIFYING ON MARCH 6, 1997 

Chaiiman Brownback, members of the subcommittee, I appreciate very much the 
opportunity to talk with you about the critical issue of federal tax policy and the way 
it effects the District of Columbia. You have assembled a distinguished group of 
witnesses and I know their contributions will add to the evolving support for the 
District and the realization that tax policy is a mandatory part of whatever approach 
is taken toward the District’s problems. 

The debate over appropriate “Federal Tax Policy for the District” is not new. In 
1916, for example, the Joint Select Committee of the Congress undertook to 
determine the proper proportion of the expenses of the District to be borne by the 
United States Government. We are now seeking a 21st century consensus on the 
same topic. Unless the consensus is reached soon, and in a way that stabilizes the 
revenue base, the District will continue to experience greater govenunent financial 
instability. It will not allow us to provide services to a hundreds of thousands of 
people who commute into the District everyday to work, or visit the Nation’s 
Capitol. 


1 
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Because it provides services to !4 million D.C. residents as well as millions of 
people, workers and visitors who come into the city daily and utilize District 
services such as pohce, fire, ambulances, roads, and all manner of iirfrastructure, 
support and services, the wear and tear on our city as a result of this traffic exacts 
an enormous toll. 

The District of Columbia has a land area of 60 square miles and a water area of 9 
square miles. Pubhc rights-of-way account for 13.4 square miles of the District 
acreage, or more than 22 percent of the land area. When these public rights-of-way 
are excluded, the land area is 29,968 acres, more than 56.7 percent of which is 
classified as tax-exempt, including 41 percent owned by the federal government and 
5.4 percent owned by the District government. 8,500 acres of the federal 
government acreage, or 28.4 percent of the District of Columbia’s land is park area. 
Much of the remaining 12.6 percent of federal land is used for office buildings and 
museums. The other tax exempt categories include religious, educational and 
charitable organizations, cemeteries, hospitals, and foreign government property. 
The assessed value of federal real property was $20.8 billion and the assessed value 
of other tax exempt property is $8.0 billion. The total assessed value of all land and 
improvements was $80.9 bilhon. This, Mr. Chairman, is an indication of the unique 
nature of the District as its relates to our need for federal tax relief 


2 
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Several proposed remedies to this crisis have recently come forward; 

* THE PRESIDENT’S NATIONAL CAPITOL REVITALIZATION AND 
SELF-GOVERNMENT IMPROVEMENT PLAN 

♦ DR. CAROL O’CLEIRAECAIN’S STUDY OF ‘THE ORPHANED 
CAPITAL,’ AND 

♦ CONGRESSWOMAN NORTON’S FEDERAL INCOME TAX 
RECOMMENDATIONS. 

In addition, the Council of the District of Columbia and I have established a Tax 
Revision Commission to recommend changes to the revenue structure. Everyone 
agrees that the financial structure of the District of Columbia is inherently flawed. 
Everyone should agree that the District is a special city - the capital of the United 
States and, in many ways the capital of the world. Yet, as Dr. O’CLEIRAECAIN 
argues, the District’s long-term fiscal problems stem firom it being the nation’s 
capital. 

* Congress ultimately determines the District’s budget and its taxes. 

* Congress has defined the District’s physical presence, set it boundaries and 
stipulated its appearance including the height of its buildings. 

♦ And Congress has determined fiiat the residents of the District will not have 
a voting voice in either house of Congress. 
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As long as the District of Columbia is subsidizing the Maryland and Virginia 
suburbs because of our inabiUty to tax income at its source, we cannot realistically 
expect to solve our financial problems. Until this structure is fixed, it is premature 
to discuss the management structure of the District Government. 

With my full concurrence, the Tax Revision Commission has adopted several goals 
for a revised tax system, including the following: 

1 . The revenue system must be stable and predictable, including the revenue 
contributions firom the Federal Government. Without stability, we can never 
guarantee fiscal integrity. One key is to design the revenue system as a whole 
-- to insure tiiat all the components, when taken together, will produce a 
reliable revenue stream. That means the federal government must make a 
fiscal commitment, and honor that commitment as the District completes the 
rest of the revenue revision process. 

2. The tax system must be streamlined to allow cost-effective and fair 
administration. Otherwise, we can never guarantee high-quality customer 
service or that all taxpayers pay their fair share. 

3. The distribution of the tax burden should be compassionate and, at the 
same time, should not discourage better-off households fi’om living in the 
District. 
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4 . Tax policies should be designed so that businesses are not unduly 
discouraged from operating in the District. 

The Tax Revision Commission also is focused on comprehensive redesi^ of the 
revenue system. Some results of their work should be available by mid-summer. 
When viewed against the requirement above, each of the three major proposals has 
some very great strengths. Unfortunately, each also has weakness. 

The President’s Plan 

The President’s Plan recognizes the federal government’s responsibihty for 
assuming operation of state functions. The plan is a good first step in right 
direction. This plan offers; 

- Improvements for some of the District’s most pressing infinstructure 
problems — the prisons and transportation, 

- Greater support for several growing and volatile areas of expenditure -- 
Medicaid, the prisons, and the unfunded pension Uabihty, 

- Administration of the District’s individual income tax, and 

- A program of grants and tax incentives for economic development. 

The aimual federal payment and annual contribution to the pension fund would be 
removed. The proposal is particularly strong in stabilizing the expenditure side of 
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the budget — by easing some of the great uncertainties in appropriations. 

The Executive’s proposal, however, is not a comprehensive plan for revenue 
stability. In the short-term, the District is unlikely to have a net benefit in the 
operating budget. Over the longer-term, these benefits should be greater, due to 
growth in the economy and changes in operations of prisons and Medicaid. Still, the 
problems of reconstructing the tax and revenue system would remain to be resolved, 
including the revenue that would be offered by the Federal Govermnent. 

However, I don’t believe the President’s plan is strong enough. As you know, 41 
percent of the land in the District is owned by the federal government. 300,000 
commuters come into the District each day. The federal payment to the District is 
not a gift, it is a payment in lieu of taxes and our inability to tax income at its source. 
Consequently, the more we examine the President’s plan, the more it seems that the 
federal payment should not be removed in its entirety in FY 1998. We need to 
examine the federal payment issue fiirther. 

Furthermore, the President’s plan should adjust support for UDC. The federal 
government is our state and UDC is our state university. Lastly, however, the 
President’s plan does not adjust another major state fimction, that being our mental 
health services. They cost the District $190 million per year. This is surely a state 
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function and should be in the President’s plan. 

No rt on ’s Propos al 

Congresswoman Norton’s proposal offers District residents approximately a 50% 
reduction on Federal Income Tax due on District-based incomes. The federal tax 
structure would be revised for District residents to a flat tax base. 

I want to especially thank you Mr. Chairman, and particularly Republican members 
of Congress and fwmer Vice Presidential candidate and Congressman, Jack Kemp, 
for the early and strong support for Mrs. Norton’s District Tax Proposal. 

Our challenge is convince our Democratic fiiends that Mrs. Norton’s proposal has 
great merit. I would hope that Democrats would take the lead from the insightful 
support of the bill by Senator Lieberman. 

Mre. Norton’s proposal is strong in two ways — 1) it reduces federal taxes for 
residents who have District-based incomes (other territories such as Puerto Rico and 
Guam pay no federal taxes). At the very least our taxes should be reduced, given 
the fact that we share the same status as these territories -- no representation in 
Congress. 2) It encourages those who work in the District to live here. The impact 
on the District’s own revenue, however, is indirect. The important issues about 
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local tax reform would remain to be addressed. 

However, I am of the position that we should not pay any federal taxes at all 
because we are denied fianchise in the U.S. Congress. 

The Orphaned Capital 

Carol O’CLEIRAECAIN of The Brookings Institution proposes a comprehensive 
redesign of the District’s revenue system. The basic premise is that the District has 
the economy of a city and, therefore, the revenue system should reflect a typical 
city-state relationship. The proposal meets many of the criteria for a revenue 
system. It would streamline the tax system, reduce the number of taxes, and lower 
tax burdens on both individuals and businesses. This proposal has great merit. It 
will assist the city to become more competitive in the region in regards to its tax 
attractiveness. I have a copy of the Brookings study here if you do not have one. 
The primary problem in adopting these recommendations is the need for a 
predictable and stable federal revenue conunitment. The federal payment is 
eliminated in the proposal and the recommended tax reform is funded by specific 
state-type financing from the federal government. However, a payment in Ueu of 
taxes (PILOT) for federal property is recommended. The report estimates the 
PILOT would be about $382 million. Without a strong, predictable partnership with 


8 



61 


the federal government — as any other city mi^t have with its state -- the risks to 
the District are hi^ in adopting these proposals. 


It should be noted that fiscal treatment of federally owned real property has no 
policy, specific regulation, or guiding principle. In the past. Congress has 
recognized a responsibility to some local governments for making some form of tax 
or payment in lieu of tax to account for the federal presence in these localities. 
However, what has resulted is the creation of uncoordinated and ad hoc special tax 
payment programs which have developed over the years. These payments are in a 
fact a result of specific members of Congress’ ability to lobby for these payments to 
their own jurisdictions. 

A myth has been perpetuated for a long time, that the District of Columbia is given 
special treatment in the form of a federal payment, when in fact there are other 
programs, such as PILOT’S, made to other states and localities. These payments 
can be full, partial or arbitrary tax equivalency payments based on market value of 
the property. Other payments for shared profits on fees collected or the sale of 
merchandise, are provided to states and/or localities. 
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While we have not found the answer to long-term fiscal stability for the District, the 
ingredients for a solution are at hand. With both the Executive and Legislative 
branches seeking creative options for a new relationship with the District, this 
promises to be the moment for stronger ties. This strengthened relationship is at the 
heart of a comprehensive, long-term solution for the District. 

Once again Senator, we face an historic opportunity to correct over two hundred 
years of a flawed relationship between the District and the federal government. 

With your continued leadership, as demonstrated today, we will not lose this golden 
opportunity. I thank you Senator Brownback. 
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THREE ESSENTIALS 
EOR D.C.’S RECOVERY 


I. Federal Tax Relief to StaLilize Deadly 
Taxpayer Fligkt 

II. Federal Contrikutions to Pension 
Liakility and State Functions 

III. Financial and Management 
Restructuring of D.C. Government and 
Services 



65 



uoueindod 


66 


THE DISTRICT OF COLUMBIA ECONOMIC 
RECOVERY ACT (DCERA) 


NO PLAN WILL SAVE THE DISTRICT 

IF CURRENT TAXPAYER FLIGHT TRENDS CONTINUE 


In 1993 

65% of filers had an income less than $30,000 
83% of filers had an income less than $50,000 
11.5% of filers had an income between $50,000 and 
$100,000, compared with almost 20% nationally 


AijusteJ. Gross 
Income Ran^e 

Total District 
Filers 

Percent 
of Total 
District Filers 

Under $15,000 

97,423 

33.7% 

$15,000-$29,999 

91,498 

31.6% 

$30,000-$49,999 

52,386 

18.1% 

$50,000-$74,999 

23,650 

8.2% 

$75,000-$99,999 

9,838 

3.4% 

$100,000-$199,999 

10,280 

3.6% 

$200,000+ 

4,287 

1.5% 

Total Filers 

289,362 

100% 


IT IS WORSE NOW 


Source: Basile, Baumann, Frost Associates; Internal Revenue Service (1993); Sales and 
Marketing. 
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DCERA PROVIDES SIZABLE 
PROGRESSIVE TAX REDUCTIONS 


IRS DCERA 

DEDUCTION DEDUCTION 

Single Filer $6,550 $15,000 

Head of Household Filer $8,450 $25,000 

Married-Joint Filer $11,800 $30,000 


Income Range 

Number of Filers 

Percent 
Reduction in 
Tax Liability* 

Under $15,000 

50,390 

100% 

$15,000-$29,999 

87,117 

79% 

$30,000-349,999 

52,060 

51.2% 

$50,000-374,999 

23,568 

44.2% 

$75,000-399,999 

9,822 

36.8% 

$100,000-3199,999 

10,259 

35.7% 

$200,000-1- 

4,286 

34.2% 

Total Filers 

237,502 

44.3% 


* Includes a tax rate of 15% and charitable and mortgage deductions, which are 
retained. 
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DCERA FEATURES 

• Progressive Tax Cuts According to Income 

• Mortgage Interest Deduction, CkaritaLle 
Deduction, and Earned Income Tax Credit 
Retained 

• No Bracket Creep to Retract Tax Savings 

• Employee Pension and Social Security 
Income Qualify 

• old IRS Rate on Investments Outside of 

D.C. 

• No Capital Gains Taxes on D.C. Investments 
ky D.C. Residents 

• Low DCERA Rate to Encourage Investments 
in D.C. 
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SAFEGUARDS AGAINST 
UNNATURAL INCREASES 
IN COST OE LIVING 

• Requires Proof of D.C. Residency For 183 Days Annually 

• Applies OiJy to Wage and Salary Income Earned in D.C. or 
Metropolitan Region 

• Applies to Investment and Dividend Income Earned Witbin D.C. 
Only 

• Capital Gains Relief to D.C. Residents Only and on D.C. 
Investments Only 

• Old IRS Rate on Investments Outside D.C. 

• Annual Treasury Study to Protect Against Unintended 
Consequences 

• Stand-by Legislation Examples 

Council Passed Legislation Freezing Property, Sales, and 
Income Taxes Effective Upon Enactment of DCERA 
Cap on Property Tax Rates and Growth of Assessments 
(Similar to TRIM, P.G. County) 

Surtax on Capital Gains Derived from Excess Profits 
Revolving Fund for Zero Percent Interest Loans 
(Or Tax Credits) to Cover Unusual Increases in Home 
Prices 

Maintenance of Rent Control 
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BENEFITS TO CITY AND 
RESIDENTS 

• Expands Tax Base to Fund Improved 
Services 

• Stimulates JoL Growtk tkrougk Income 
Tax and Capital Gains Reduction 

• Encourages Home Ownerskip in D.C., 
wkick kas tke lowest kome ownerskip rate 
among tke 50 states (D.C. 36%; national 
64%) 
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D C. DEL Eleanor Holmes Norton’s bill to 
cut federal income taxes for District resi- 
dents is a thoughtful proposal to stabilize 
this city’s uniquely threatened tax base and 
demographic core. It is at once imaginative 
enough to attract bipartisan support in C^gress 
' and realistic enough to make a serious difference 
over time. The District has been kK^g its 
iniddle<lass heart to the suburbs. No matter how 
well Congress, the control board and local lead- 
ers do in cleaning up past financial horrors, the 
prospects for a sturdy tax base are slim to none 
without some incentive for residoits and busi- 
nesses to stay and for others to a)me in. 

Del Norton’s measure would Fq)laoe Uie cur- 
rent federal income tax sdiedule w^ a fixed rate 
• of 15 percent It also would more tlan double the 
..federal personal exemptioa. This would eliminate 
federal income taxes for single leaideots who 
•make up to $15,000 a year. ^ dn^ heads of 
house h ol ds who make up to $25,000 and for 
married coofks filing joints who makg up to 
'*$30,000. Deductions for mortgage interest and 
charitable contributions would stay in effect, as 
would the ability to file under the current systmn 
if the taxpayer p^erred. D.C residents would 
pay no capital gaim taxes on the sale of invest- 
ments in local business. The proposal's IS per- 


cent rate would be applied to wages earned by 
D.C. residents either in the city or suburban 
jurisdictions, as well as to Dbtrict-generated 
dividends and investment income. 

It is essential to the success of this plan that 
the local government not jack up taxes to skim 
the amounts that would return to residents from 
a federal tax break. That pnMnise needs more 
than verbalizing by the mayor and city council. 
Though it is difficult to calculate exactly how this 
plan would restructure the population, at the 
start it could cost the federal Treasury hundreds 
of millions of dollars a year in lost revenues. But 
other proposals to put the capital dty on a sound 
footing — federal funds, a tax <» suburban com- 
muters* salaries, statehood— carry their own 
heavy political and financial burdens. And as Ms. 
Norton and others in Congress have noted, if this 
tax-incentive proposal hdps stabQixe the dty, 
other urban areas have a modd to fdlow. 

DeL Norton knows as well as anyone tint tax 
incentives alone won't remake tbd District of 
Columbia. Other conditions— start with the pub- 
lic schools and security — must improve if the 
District hopes to keep and attract a vital base of 
working femilies with younger children. But her 
proposal (^ers a practical way^ to help spur the 
revKral the dty desperately needs. 
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A serious plan for what ails the District 


D .C. Delegate Eleanor Holmes Norton, who 
played such an mfluendal role in e^blish- 
ing the District^'^ financial control board last 
year, has another good idea. Coinciding with the 
annual tax-pt^rmeht date, Mrs. Norton yesterday 
offered a visionary plan — the District ^ Colum- 
bia Recovery Act — that would slash federal 
income taj^ for residents and businesses of the 
District The short-term gotd is to staunch the 
middle-class flight from the District, and die long- 
term hope is to encourage middle- and uppers 
income families to return or relocate in droi^ to 
the nation^ capital 

Ifiose are exceedingly tall orders that are vir- 
^ tually certain never to happen unless tangible 
. incentives are provided. Without a return of mid- 


would remain, as would the option to file under the 
current system. 

Income-tax liabilities for District residents would 
be reduced across the board. Fbr incomes under 
SIS, 000, federal income would be rfiminaiM; 

in the $15,001 -S30, 000 range, t£uces would decline by 
an average of nearly 80 percent; for incomes 
b^ween SSO,001 and $100,000, the crucial solidly 
middle-class range, taxes would decline betwera 44 
percent at the low end.to 37 percent at die high end. 
In the District, 6S percent of filers have incomes 
below $30,000, and 83 percent bavelhoomes below 
$50,000. Only 11.5 peieent have incomes between 
$50,001 and $1 00,000, compared to oeatiy 20 percent 
nationally — wh^ it must be noted, the cost of liv- 
ing is generally much lower. Rir its long-term sol- 
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Flat Tax on the Potomac? 


The flat tax received a political 
equivalent mugging by everyone from 
the elite media to Republican Presi* 
dential candidates this winter. But 
guess w1k> just asked for a flat tax? 
The Beltway itsdf. Specifically, 
Eleanor Holmes Norton, the District of 
Columbia's Democratic delegate in 
Congress, has just proposed a dra- 
matic incentivebased tax reform for 
the nation's capital. Its centerpiece is 
a flat 15% federal incmne tax rate. 

Ms. Norton’s ;dan has the enthu- 
siastic support of both Mayor Marion 
Barry and D.C. Council Chairman 
David Garke. They point but that 
the District's popuiaticm has fallen to 
554,1)00 with the exodus of most of 
the middle class. Ms. Norton says 
the District's high taxes ‘^have been 
a- major factor in taxpayer flight." 
Her message to Congress is clear: 
"The only way to keep and attract 
new residents and to rebuild our tax 
base is to offer a meaningful flnan- 
clai incentive." 

Her plan would affect only federal 
taxes, leaving the District’s punitive 
income tax unchan^. However, Dis- 
trict residents would enjoy real sav- 
ings at the federal level because the 
plan would exempt the flrst $30,000 in 
inonne for married covqtles (shades of 
Steve Fbrbes). (Suitable and mort- 
gage deductions would be retained, 
and capital gains taxation wpuld be 
eliminated on investments in the Dis- 
trict that are bdd by resists. The 
flat rate wouM api^ to any 
who Uv^ at least half the year in the 


District and also pays its income 
taxes. 

Some in Congress will object to 
D.C. resident i^tilng a tax bie^ 
while their cmistitiients outside the 
Beltway have to . pay marginal rates 
that can exceed 40%. Well, then, make 
it clear that Washington’s flat tax 
would be a proving ground for nation- 
wide tax reform. 

Another cmiventiraial c^je^on 
will be that the flat tax enriaioned by 
Ms. Norton would bring In less rev- 
enue than the current system. So 
what? D.C. is already halfway down 
the drain. In any event. Federal Re- 
serve Board Member i^ny lindsey 
has argued that econcmiic growth 
would reduce the revenue loss sigihf- 
icantly. The District could also be ire* 
quired to privatize and streamline its 
bloated government as a condition 
for having its federal taxes lowered. 

We believe, along with Speaker 
Newt Gii^di and' Jade Kemp, tii^ 
the Norton plan merits considera- 
tion. A simple, flat tax would surely 
encourage a significant return of the 
middle class to ttie District Without 
their presence, there is no hqpe. Tbe 
status qito is banknqit the po- 
litical writm start sdfSng at ti|e 
details of Ms. Norton’s fiat tax the 
way. they did with Steve Fbrb^’s 
proposal, mi^ shje should ask 
them what was the last useful idea 
any of them had for reviving her ut- 
bdeagttored hndead 'of 

c&^ng, tlto Nortmi desarm 
some stqqxRl 
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Congre£(£( of tte tHniteb ^tateo 
ilotuie of l^epresientatitieg 
«a<(iiniiton, SC 20515 

20 QUESTIONS 

and Answers 

THE DISTRICT OF COLUMBIA ECONOMIC RECOVERY ACT 


1. Q: Why does the District need a tax reduction? 

A; According to Census projections, the District will lose nearly three times as many 
residents in the 1990s as the 1980s. The District’s tax base is declining so rapidly 
that it is doubt&l that it will have the ability to support itself, notwithstanding even 
the most dramatic reduction in the size of its government or President Clinton’s 
wrelcome proposal to fund some costly state programs. The President’s plan 
assumes there will be a large enough tax base to fund the great majority of D.C. 
government costs locally. Census reports, however, project such a large decline 
that this assumption is highly unreliable. The President’s proposal leaves 90% of 
D.C. government costs currently funded by locally raised revenues to be picked up 
by D C. taxpayers. 

2. Q: Why should the District have a federal tax reduction that is not available to other 

jurisdictions? 

A: The District is the only city without a state to recycle revenue from wealthier 

areas; the only city that pays for state, county and municipal fiinctions; the only 
city prevented by Congress from taxing commuteis who use city services; and the 
only jurisdiction that pays federal income taxes and ail other federal taxes without 
frill congressional representation and full self government. The District is also the 
capital of the United States. 


3. Q: What taxes will the bill reduce? 

A: The bill reduces federal income taxes fr>r D.C. residents on their D.C. sourced 

income and on D.C. sourced investment income. The bill eliminates capital gains 
taxes for D.C. residmits on D.C. capital gains. 


4. 


Q: Who can qualify for this tax reduction? 
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A: Only bona fide District residents can qualify. A bona fide resident is one who has 

maintained Us or hrar place of abode in the District, been physically present in the 
place of dx>de fiir at lea^ 1 83 days of the taxable year, and files District of 
Colundria income taxes. 


5. Q: Can a rerident who works outside of the District benefit from the tax reduction? 

A: A resident of the District who works in the metropolitan DC. region qualifies 

utKte' the DCERA. 


6. Q: How much tax reduction is possible for each income category? 

A: The tax reductions are progressive and sizable. Each income (category is covered 

in order to acUeve a balanced tax base to stem the flight that is occurring among 
all income cat^ories of taxpayers and working people. However, the tax cuts are 
steeply progresrive with the neatest cuts to those with the least income. See 
attached charts. 


7. Q: How do the IRS standard deduction and exemption differ fi'om the DCERA 

standard deduction and exemption? 

A: Bona fide residrats wiU be aide to claim deductions on thUr D.C. sourced income 

of $15,000 for angle film compared with $6,550 now; $25,000 for heads of 
housdiold compared with $8,450 now; and $30,000 for joint filers compared with 
$11,800 now. 


8. Q: What tax rate will apply? 

A: Aita' taking huge deductimis (see queaicHi #7), a 15% tax rate will apply up the 

incTHiie scale to D.C. sourtxd income so as to yield progressive remits ~ the Iowr 
the itKcnne, the greater tl» reductkm in taxes. 


9. Q; Can D.C. resiileiits also claim the mortgage interest deduction and the charitable 

deduction? 

A: Yes. Oregoaltrf'tfiBDCI^AistoaiccHingetajqMyersnotonlytoliveinD.C. 

Uit aim to invest m homes aiHl to give gmerou^ to diaritable efforts, ^recialfy 
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for the poor and disadvantaged. The District now has the lowest home ownership 
rate among the SO states and D.C. — 36% compared to 64% nationally (1990). 

10. Q: Are capital gains exempted? 

A: Yes, no tax is imposed on capital gains for District investments by District 

residents. This provision is meant to stiinulate investment in D.C. businesses and 
other economic developmoit. Businesses are leaving D.C. just as rapidly as 
individual taxpayers and fomilies while the District’s major employer, the federal 
government, is rapidly downsizing. 

11. Q: What about income from outside the District or the region? 

A: Income earned from non-D.C. sources will mst get the benefit of the DCERA. 


12. Q: Will pension income be eligible for the tax reduction? 

A: Income from a D.C. resident’s qualified pension plan will be considered D.C. 

sourced and thus eligible for the tax reduction (qualified pension plans require a 
limit on the amount of income a worker can set aside annually). Most employee 
pensions will qualify, including 401(k) plans and IRAs. Retirement income from 
non-D.C. investments outside a qualified plan will not get the benefit of DCERA. 

13. Q: Will social security income be eligible for the tax reduction? 

A: A D.C. resident’s social security income will be considered D C. sourced 

and thus eligible for the tax reduction. 

14. Q: Will investment income be eligible for the tax reduction? 

A: Investment income on activity v^n the District will be considered D.C. sourced 

and thus eligible for the tax reduction. 

15. Q: Does DCERA have safeguards against unnatural increases in the cost of living 

to prevent D.C. from becoming a tax haven for the rich? 

A: Yes. DCERA has mimerous safeguards to prevent unnatural cost of living 
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pressures. The CouncO has already enacted a fieeze on D.C. income, property and 
sales taxes efiective upon enactmoit of the DCERA. Examples of other stand-by 
legislation include a c^ on property tax rates and growth in assessments (similar 
to TRIM in P.G. County); a surtax on capital gains if derived from excess profits; a 
revolving fiuid for zero percent interest loans (or tax credits) to cover unusual 
increases in home prices; and the maintenance of rent control. Other features in 
the bill will sa^uard against uimatural increases in the cost of living. The bill 
benefits only D.C. residents who spend most of each taxable year physically in the 
city; applies only to wages earned in D.C. or the metropolitan region; applies only 
to investment income earned on D.C. investments; and exempts capital gains taxes 
only on D.C. investments. 


16. Q: When will the tax reductions in the bill take effect? 

A: The tax reductions will take effect immediately for the taxable year in which the 

bill is enacted. 


17. Q: What ifthe bill produces problems that we did not forsee? 

A: The bill requires the Secretary of the Treasury to prepare an atmual study to 

determine the effectiveness of the bill. Ifthe Treasury study reveals unintended 
consequences, the bill can be. amended to fix those problons. 


18. Q; Does a D.C. taxpayo' have a choice of the DCERA rate or the current IRS code? 

A: The bill has a “hold hanidess” provision that allows a taxpayer to file under 

the current system or the DCERA 

19. Q: Will a D.C. taiqiayer have to file two separate federal tax forms to benefit from 

DCERA? 

A: No. For the mqority of District tax filers, one siinple form will be used. 


20. Q; What are the chances that DCERA will become law? 

A: In the current tax cutting dimate in Congress, a tax reduction for D.C. is mote 

likely to be enacted than other options. The bill already has the support of key 
members of the mqoiity that contrcds the House of Rqnesentatives. 
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ELEANOR HOLMES NORTON 

IM1WCT w COUMMM 


COMMITTEE ON 
TRANSPORTATION AND 
INFRASTRUCTURE 



SUBCOMMITTEES 
PUBUC BIMUMNOS ANO 
ECONOMIC DEVELOPMENT 
WATER RESOURCES AND 
ENVIRONMENT 


(Umisresa of tl|e Sniteii i^tates 
HouBt of fittsrtotntathKB 
■ulfttigtmi, 9.<S. 20515 


COMMITTEE ON 
GOVERNMENT REFORM AND 
OVERSIGHT 

SUBCOMMITTEE 
RANKING MMORITY MEMBER. 
DISTRICT OF COLUMBIA 


STATEMENT OF CONGRESSWOMAN ELEANOR HOLMES NORTON AT 
A PRESS CONFERENCE TO INTRODUCE THE 
DISTRICT OF COLUMBIA ECONOMIC RECOVERY ACT 

Jsnusi 7 2S, 1997 

I am introduciiig the District of Cohunbia Economic Recoveiy Act (DCERA) as my first 
bill of the lOSth Congress because it would be irre^nsible not to do so. With taxpayo' flight 
continuing unabated, a tax cut incentive to keep taxpayers here has become an imperative. 
Amoica's Rome is burning vriiUe Ctmgress is fiddHng. And deq)ite local efforts, taxpayers 
perceive the city as if recovering in slow motion and have quidcened their pace to leave. Today, 
taxpayers are in full flight. Only a dramatic and focussed incentive can keep them here. 

In the absence of a state, a unique tax incentive is fiiUy justified, is profouiKlly fair, and 
absolutdy essential. The tax cut is justed uxl fiur because District residents pay the fiiU load of 
federal taxes while laddng full representation and full home rule, and they have no state to recycle 
income fiom wealthier rueas. Instead, the dty is burdened withjust the opposite. The Congress 
has imposed on D.C. residents the cost of providing services for commuters while protecting them 
from paying any part of the rising cost of those services. The tax cut is essential because every 
plan and proposal, including the recent, wdcome proposal by President Clinton, will pick up only 
a small fraction ofthe costs the District taxpayers bev. As important and gratifying as the 
President’s plan is, its basic assumption is that there will be a large enough tax base here to pay 
for most ofthe costs of the dty. That assunqrtion defies the latest census data. Thisdtyison 
track to lose neariy three times as many residents in the 90s as in the 80s. Today, the city’s 
population has dropped to vdiere it was in 1933. Yet the President’s proposal will leave 90% of 
D.C. government costs that are currently funded fiom locally raised revenues to be picked up by a 
tax base that is bang miiiiaturized. 

The analysts agree on the two basics necessary fiN the city to recovo': an adequate tax 
base and rdieffinmi state functions and pensonhability. We are gratified that the Prudent’s 
fnoposal strides ki the direction we must go to fund at least some of the functions no city could 
bear today. My bill assures that Us will not be stiUbrnt Stated painfully, but plainly, the 

President’s plan will fiul if taxptym contimm to leave at the pr esen t rate. 

The DCERA has been carefidty crafUd as a bipartisan bill cmiristent with the principles of 
bothparties. It is sizaUeenoi^ to attract Repubhcans and to act as a realistic incentive fiv D.C. 
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residents to remain. It is steq)ly progressh^ in the traditicMi of Donomts in general and the 1963 
JFK tax cut in paiticular. Once tLs is passed, halfofD.C. readents will be off the federal 
income tax rolls. Tax cuts for peofrfe will range from to 34%. depen^g on 

income. The analler die ino^ne, the greato^ the cut 

To encourage investment in a dty desperate for business, the DCERA taxes small D.C.- 
based business at the 1 5% rate and dyuninates capital gains, but only for District residents, thus 
accomplishing two goals at once. It helps revCTse the huge busine^ exodus from a city that is 
dangerously overdqpendent on tte rapidly downsizing federal sector, while enccmraging business 
people to reside here — the only way to take advantage of the DCERA. Already impov«i^ed, 
the District’s business sector lost 1,800 businesses between 1990 and 1995. 

Equally important, the bill contains protections against gentrification and unnatural 
increases in the cost of living. For example, the DCERA applies only to borui fide D.C. residents 
who spend 183 days of taxable year physically in the city, to wages ean^ In D.C. or the 
metropolitan region, and to investment income earned on D.C. in^«stInents only. The bill 
exempts capital gdns taxes only on investments in D.C. by D.C. residents. Stand-by legislation 
further guards against unnatural increases in the cost of living. Examples include; a City Council 
bill passed last year at my request that freezes property, sales, and income taxes effective when 
the DCERA is enacted; a measure stmilar to TRIM in Prince George’s County that limits property 
tax rat^ and the growth of assessments; a surtax on capital gains if derived from exc^s profit; 
and a revol\^ng fund for zero-perc^t interest loans (or tax credits) for home buyers to cover 
unusual increases in home prices, with the money to be paid back upon the sale of the home; and 
the maintenance of rent control. The bill also requires the Secretary of the Treasury to prepare an 
annual study to determine the effects of the bill, thus allowing each year for the correction of 
unintended consequences, if any. However, the analysts and experts who have studied the 
DCERA closely do not predict unusual effects Uit rather indicate that the market will discount for 
urban conditions in general and conditions and services in D C. in particular in the prices of 
property and other investments. 

Our greatest risk at this late hour, is that even a tax cut may be too little to check the 
fli^t. At tlte voy least, however, the overwhelming siq)port for the bUl among resid^ts of ev^ 
ward, ev^ income group and every radal and ethnic backgroui^ is some evidoice that the bill 
will help keep ta}q»yer$ here who might otherwise leave. Ute DC01A will give us time to 
improve services and to more frilly regenerate our tax base. The introduction of the DCERA and 
the strong support it has won in the C<Migress has already raised resident morale and contrasts 
sharply with the long-running dearth of support fcN- other iq)proaches to help the District in the 
House Senate. 

Time is running out to stop the ta;q>a^ drain. We must hope that we have not already 
passed the point of no return. Once a city loses a critical mass of taxpayers, it loses the capacity 
to turn taxpayer losses around. No city has ever reversed a taxpayer hemorrhage. With the city 
on life support and no state safrsty net to rescue the iXstrict, the greater risk is doing nothing. 

Only blindera to the la^ ^eat irgustice cm Americas sml cradd le^ any American to 
question a bill reducing federal taxes on the residems of the nation’s capital. Third per csq>ita in 
federal income taxes. District residents stand alone in shamefiil defiance of the American principle 
of no taxation without rqpresoitation. The fixir territories p^ no fedoal income taxes yet have 
the same representation in Coi^ress as the District. The four taritories have full self government; 
the District’s limited honte rute is sdf i^jvermnent only when iht Congre^ says TIk Confess 
will compound the harsh dvic iigusticc it inq>oses if it also insists on taxing the District’s tax base 
into extinction With the DCERA, District citizens ask only to rebuild thdr own dty with their 
own money. Their country owes than that, and more. 
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THE PRESIDENT’S PLAN: 

THE NATIONAL CAPITAL REVITALIZATION 
AND SELF-GOVERNMENT IMPROVEMENT PLAN 

THE WHITE HOUSE 
Office of the Press Secretary 

For Immediate Rdease' January 14, 1997 

THE PRESmmr S NATIONAL CAPITAL REVITALIZATION 
AND SELF-GOVERNMENT IMPROVEMENT PLAN: 

FACT SHEET 

• The plan has two goals: 

— To revitalize Washington D.C. as the Nation’s capital, and 

— To improve prospects for “home rule” to succeed. 

• The plan will: 

— Rdieve the Kstrict government ofmajor financial and numagerial 

reqxmsDnlities — including certain pension plans and parts of the criminal 
justice system — that ate beyond its finandal ciqncity, and resolve the 
dty’s cash shortfidl diat stems fiom its accumulated deficit; 

— Invest c on s idera ble resources to inytove die dty’s criminal justice system 

and cqiita] infiastructure; 

— Strengthen die District’s economic base; and 

— Draw on die Federal government’s technical expertise to help make die 

dQr govemment efBxdve in soGh areas as income tax coUecdon, education 
and traimhg, housing, tra n s p ort a t i on, a n d h ea W i care ddivety. 

• (2xa£3filtai&dus plan will invest S3.91iilliciiofFedeial budgetary resources in the 
Nation's cqiitaL Arnongodier things, die plan provides: 

— SSSSnullion fin* new capital pleading on prison renovadon and 

construction; 


$891 million to operate prison fimilitie^ 
$681 nullion to operate the court system; 



85 


$12S million in 1998 to begin rebuilding the city's transportation 
infiastiuctuie; 


— SU7 million to improve District tax collection; 

- $917 million to inciease the Federal share of D.C.'s Medicaid payments; 
and 

— grant and tax incentives for economic development in the District 

In exchange, the plan will end the yeariy Federal appropriation and other payments to the 
District, saving $3.56 billion over five years. 

Thus, the net Federal costs of the plan come to $339 million over five years. 

The plan also proposes that the Federal government assume responsibility for the 
District’s existing pension plans for law enforcement officers, firefighters, teachers, and 
judges. 


— Upon thdr transfer to the Federal Government, the plans would close (that 
is, they would accrue no new liability). 

• The eidsting pension assets would pay the beneficiaries. 

• Starting in 2007, the Federal government would pay off, over an 
extended period of time, the $4.3 billion in unfimded liability 
associated with these plans - much of which was transfetied fiom 
the Federal government to the District in 1979. 

— The District would establirii new plans for current mnployees. 

Over five years, the plan would save the District about $770 million. 

— Fe^ral budget costs unit be less titan Distil bwlgetsavii^ in part 

because peorion assm, istiier titan Federal budget resources, wiU be used 
to pay bmeficiaries until 2007. 

The pronosed Federal snending is all d ependent on the District government taking 
certain aetto ns to impreve Its nerformanee - as outliimd in a Memmat^um of 
Understanding tiiat be reatfoed betwemi tiie Federal gotmiunaat, tite District 

govoiunent, and the Finandal Autitori^. 

The plan will benefit the dty, the region, and the Nation: 

— It boiefits District regents ^ralucirtgtttdr government’s finmtdal burdens. 
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impioiring the delivery of dty services, and investing in the criminal justice 
system, economic development, and transportatiotL 

It benefits the region because of the dty’s economic recovery; the financ ial 
support given to the police, fire, teachos, and judges pendon funds; the 
rebuilding of the District prison system; and ^ improvemeitt of a key component 
of the regional transportation infiastructuie. 

It benefits the Nation because it begjirs to create a cigntal city that we can all be 

proud of, improves its transportation system, and helps ensure the safety of 
residents and rdsitors. 
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